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We now occupy 
the entire twelfth floor 
of the McKinlock Building 
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Another milestone in the 42 years of IAS 
progress, is our move to the entire twelfth floor 
of the McKinlock Building, 209 West Jackson 
Boulevard, in the heart of downtown Chicago. 


In these convenient, modern offices, the 


**Welcome”’ mat will always be out for our many 
oe friends, whose cooperation has been so largely 


responsible for JAS growth and development. 


INTERNATIONAL -ACCOUNTANTS SOCIETY, inc. 
A Correspondence School Since 1903 
209 WEST JACKSON BLVD, + CHICAGO 6, ILLINOIS 
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AUDITORIALLY SPEAKING 


INTERNAL AUDITING— 


| pind auditors may well 
take pride in the progress which 
has thus far been made in the 
development of internal auditing. 
From a relatively humble begin- 
ning in a period when it was not 
well known or properly under- 
stood, internal auditing has de- 
veloped rapidly, especially during 
the last five years, as an efficient 
and necessary function upon 
which management is progressive- 
ly leaning more heavily. The 
foundations laid during these last 
five years have proved sound and 
the profession has been prompt to 
recognize its responsibilities and 
opportunities for service and has 
accomplished considerable work 
toward the solution of many new 
problems. 

It is important to realize, how- 
ever, that internal auditing has 
only crossed the threshold of its 
overall possibilities. There is 
much to be done in the way of 
meeting the needs of management 
both today and with respect to 
the problems which management 
will tomorrow the 


It is therefore es- 


face and in 


days to come. 


BASES OF PROGRESS 


sential to the continued growth 
and development of internal audit- 
ing that internal auditors main- 
tain an alertness to these further 
opportunities for service and that 
they constantly maintain an ag- 
attitude toward such 
problems. This alertness and gen- 


gressive 


eral aggressiveness are the essen- 
tial 
Without it, growth will cease and 


basis for further progress. 
without growth, the ground we 
have thus far gained will be lost. 

In appraising the bases of prog- 
ress, there are probably two major 
first, the 
self-development of the profession 
itself 


means by which those outside of 


phases to be considered 


within and secondly, the 
the profession can be made aware 
of the nature of internal auditing 
and its services. 

With respect to the self-develop- 
ment phase, it is, of course, essen- 
tial that the profession continu- 
ously give attention to the per- 
fecting of its basic technical pro- 
cedures to increase its own tech- 
nical proficiency. Here attention 
must be given to the basic audit- 
ing procedures of analysis and 
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verification, but the major empha- 
sis must always be placed on the 
constructive possibilities of the 
data or procedures with which the 
internal auditor is dealing. It is 
this constructive emphasis which 
has won internal auditing its 
place in business and it will al- 
ways be the real measure by 
which it is appraised by manage- 
ment. The great need is always 
to develop professional breadth 
and our efforts in this direction 
must be untiring 

With respect to the second 
phase, the profession must never 
forget that technical and profes- 
sional proficiency as such is not 
enough—it must reach those out- 
side of the profession and make 
them aware of what it is doing. 
Like the doctor or physician our 
professional standing with our 
business associates is developed 
chiefly by the quality of the work 
we perform. In addition, how- 
ever, these processes can be advan- 
tageously supplemented by more 
deliberate means. We can, for 
example, invite business friends 
and associates, both inside and 
outside our own companies, to 
participate in our meetings and 
can provide them with books and 
papers, which will acquaint them 
with the activities and objectives 
of internal auditing. Then, too, 
the profession may well sponsor 
papers for presentation at general 
meetings and for publication in 
business magazines as a means of 
informing other members of the 
business community of the objec- 
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tives and services of internal aud- 
iting. 

It is highly desirable that the 
progress of internal auditing be 
guided by planning which recog- 
nizes the above bases. In no other 
way can current actions be prop- 
erly directed in the furtherance of 
the long range objectives of the 
profession. In carrying out such 
a program, Tue INstiTuTE un- 
questionably represents the most 
powerful and effective means of 
bringing together the best develop- 
ments within the profession. Much 
has already been accomplished in 
this respect through chapter and 
national meetings and INsTITUTE 
books and periodicals, but here 
again only the beginning has been 
made. Tue INstiTurE is also the 
only effective means of reaching 
those outside the profession to give 
authority and prestige to the de- 
velopment of internal auditing, 
and the stronger is Tue INstITUTE 
the greater the hearing it will ob- 
tain in the business world. 

All of these considerations lead 
to certain conclusions. First, as 
members we must make our indi- 
vidual contributions in the way of 
studying and giving expression 
and effect to further improve- 
ments in our professional proced- 
ures and in our relationships with 
those outside the profession. Sec- 
ond, we must look to Tue Instr- 
TUTE as the most effective means 
of coordinating the individual 
contributions and of giving added 
authority and substance to our 
work. 
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Internal auditors know that now and in the future 
their profession must measure up to new standards 

. standards that they have set for themselves, as 
the needs of management have grown . . . standards 
that modern business has made necessary. 


There are new standards of speed—current facts for 
current decisions; new standards of fact—greater 
detail for better informed decisions; new standards 
of accuracy—more meaningful information for 
sounder decisions. 


Internal auditors are interested in providing manage- 
ment with current facts in less time . . . with less 
effort . . . at less cost. 


Burroughs’ up-to-date informational service on new 
records, new systems, new techniques, new types of 
analyses, has been of service to internal auditors in 
meeting the newer standards. They turn to their local 
Burroughs office for assistance. ... We invite you to 
do the same. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT 32, MICHIGAN 


Burroughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 
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NATIONAL ORGANIZATION NOTES 





ANNUAL BUSINESS MEETING 
AND 
ANNUAL DINNER 


T IS unfortunate that because 


of present conditions, no An- 
nual Conference can be held this 
year. 

However, on Monday after- 
noon, October 8, 1945, at the Hotel 
Roosevelt, New York City, the 
Fifth Annual Business Meeting of 
Tue InstiruTe will be held—fol- 
lowed that evening by the Annual 
Dinner. 

All Institute members who may 
be in New York at that time are 
urged to attend both functions. 


NEW YORK 
NATIONAL HEADQUARTERS 


Since inception, THe INsTITUTE 
has availed itself of the part-time 
services of Miss Mattie C. Hyde 
at our office at 120 Liberty Street, 
New York City. Due to our rapid 
growth, we recently found it nec- 
essary to rent larger quarters in 
the same building. We now oc- 
cupy Rooms 403/4. We are en- 
deavoring to engage an Office As- 
sistant who will devote full time 
to the affairs of Tue INstrTuTe. 

We are deeply indebted to Miss 
Hyde for her invaluable and most 
efficient services. 


NEW VOLUME 
ON 
INTERNAL AUDITING 


We were very pleased to have 
recently learned of a new volume 
written by an Instrrute member. 

Our compliments and congratu- 
lations to New York Chapter 
member Lawrence R. Schmidt, 
Supervisor of Internal Auditing, 
Eclipse-Pioneer Division of Bendix 
Aviation Corporation, for his prep- 
aration and publication of “Out- 
line of Internal Auditing.” This 
new volume is a most creditable 
and interesting treatise of the sub- 
ject of internal auditing. 

We quote from the preface of 
Mr. Schmidt’s book: 

“The purpose of this small vol- 
ume is to acquaint these new re- 
cruits to the field of internal aud- 
iting with the answers to some of 
the questions which will confront 
them during the course of their 
work.” 

Mr. Schmidt has made a valu- 
able contribution to the existing 
literature on the subject of inter- 
nal auditing. 


NOMINATING COMMITTEE 
APPOINTED 


The members of the Nominat- 
ing Committee appointed by the 
Board of Directors are: 

ALAN LAUCKNER, Chairman 

Ernest R. Dent 

Wiruiam H. GarsBape 

J. P. Lone 
Howarp THIEL 
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GEORGE LA MONTE & SON 









MADE 
FOR PROTECTION 


I often takes more than a 
practiced eye to catch errors in accounting doc- 
uments and records. Maybe a fraudulent change 
has been made on a shipping order. Or a figure 
innocently altered on a cash record . . . without a 
trace of erasure. Many Internal Auditors — faced 
with the problem of finding ways to discover such 
errors — are realizing the need for further safe- 
guards to supplement their accounting systems. 
May we suggest the use of LA MONTE SAFETY 
PAPER ...as one very helpful physical protection 
... for any forms where alterations, fraudulent or 
otherwise, may occur. Vouchers, requisition forms, 
receiving authorizations, warehouse records and 
other accounting documents and records printed 
on LA MONTE SAFETY PAPER go to final audit 
as they were originally written. Any erasures are 
immediately noticeable! 


NUTLEY, NEW JERSEY 





































































THE INSTITUTE’S 
FINANCIAL SET-UP 


J. ERNEST LAURIE 


T WAS thought that the mem 

bers might be interested in 
having a more intimate know 
ledge of the handling of the finan 
cial transactions of Tue Inst! 
TUTE. 

The responsibilities of the Sec 
retary and of the Treasurer in 
this respect are prescribed by the By-laws. The following pertinent 


extracts are quoted from various sections 


ARTICLE IV—Section 3 


“The Treasurer shall be charged with the custody of the funds of 
Tue Instirute and with the responsibility for their proper dis 
bursement as directed by the Board. At the annual meetings of 
Tue Institute, and at other times when requested by the Board 
of Directors, the Treasurer shall make a full written report to the 
Board covering the cash receipts and disbursements or other 
financial transactions of Tue Instirute for the period since the 
last issued report * 


ARTICLE IV—Section 4. (Referring to Duties of Secretary) 


“The books of account shall be kept under his jurisdiction. The 
Secretary shall not have authority to disburse funds of Tue 
InstiruTE, although he may act jointly with the Treasurer to 
burse funds when so authorized by the Board.” 


dis 


ARTICLE Vi—Section 3, Sub-section (a) 


“The Executive Committee shall transact or supervise the trans 
action of current business of Tue Instirutre and regulate its 
internal economy; approve payrolls and all disbursements or 
expenditures in excess of $50.00 before their payment.” 


Shortly after THe INnstirure’s inception, the Board of Directors 
adopted a resolution providing for checks to be signed by two Officers 
other than the Secretary. 
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FINANCIAL RESPONSIBILITIES OF SECRETARY 
To keep membership records. 

To send out notices of dues payable. 

To collect and deposit dues, application fees, and all other monies 
due Tue InstirurTe. 

To keep records of the sales of all publications. 

To provide Chapters with funds provided for in “Rules Regulat 
ing Chapters.” 

To see that all books of account are properly maintained 

To approve all bills for payment before being sent to the Treas- 
urer. 

To designate account classifications for all receipts and disburse 
ments. 

To provide Treasurer with receipted slips for all bank deposits 


FINANCIAL RESPONSIBILITIES OF TREASURER 


To have custody of all funds 

To disburse funds against properly approved vouchers. 

To reconcile bank statement monthly. 

To prepare classified monthly statement of cash receipts and 
disbursements 


AUDIT OF INSTITUTE ACCOUNTS 
Suffice it to say that the following are extracts from the By-laws: 


ARTICLE Vi—Section 1, Sub-section (e) 


“An Auditing Committee of one member, not an officer or di 
rector, appointed by the Board of Directors.” 


ARTICLE Vi—Section 3, Sub-section (e} 


“The Auditing Committee shall audit the accounts and records 
of Tue Instirute and review its operations and financial trans 
actions at such times and to such extent as it deems appropriate 
It shall make a report of its activities at least twice annually to 
the Board of Directors and to the members of Tue Instirurte at 
each annual meeting. It may recommend to the Board the 
engagement of public accountants to review the operations and 
financial transactions of Tue INstiTruTe.” 


The foregoing quoted sections of the By-laws are illustrative of the 
thought and consideration given by Tue Instirute’s founders to the 
question of the conduct of financial affairs. It is believed that the 
segregation of responsibilities provided for is quite reasonable and 
sound for a type of organization such as ours. 


J. Ernest Laurie, Treasurer of Tue Institute, is Auditor of 
The Prudential Insurance Company of America. For some years 
prior to official connection with The Prudential, he was a junior 
partner of the accounting firm of Stagg, Mather & Hough, and 
supervised most of their insurance work. He is a charter member 
of Tue Instirute and has served on the Board of Directors since 
its. inception. A great many Institute members will remember 
him as Chairman of the Admissions Committee in which capacity 
he served until October 1944 when he was elected to his present 
office. 
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NEW YORK CHAPTER 


HE MAY meeting, which was 

the last meeting for the 1944- 
45 season,- was also the annual 
meeting of the Chapter for the 
election of Officers and Governors 
for the succeeding year. At this 
meeting Howard Thiel of Metro- 
politan Life Insurance Company 
was elected President and Herbert 
C. M. Cobb of Worthington Pump 
& Machinery Corporation was 
elected Vice President. 

The May meeting subject con- 
sisted of a compilation from Min- 
utes of meetings held during the 
year of basic requirements for the 
internal audit of: 

“Purchasing” 

“Internal Audit of Disposition 

of Assets, such as Fixed Assets, 

Scrap Material, etc. Which 

Would Not Constitute Elements 

of Cost of Sales.” 

“Internal Audit of Disposition 

of Production Inventory.” 

The discussion leader was Her- 
bert Cobb, Chairman ofthe Pro- 
gram Committee, who was assisted 
by Charles Lawton, Jr., of Taca 
Airways Agency, Inc., and Sidney 
W. Peloubet, of Pogson, Peloubet 
& Company, who were members 
of the Program Committee. 


CHAPTER NEWS 


Inasmuch as the May meeting 
was the final meeting of the Chap- 
ter year, there has not been very 
much activity in the Chapter since 
that meeting other than the organ- 
ization of the various Committees 
of the New York Chapter for the 
coming year. 


DETROIT CHAPTER 


The Detroit Chapter is antici- 
pating a very interesting program 
for the coming year under the 
guidance of our able Program 
Chairman and our new Vice Pres- 
ident, Mr. Earle H. Cunningham. 
The first meeting for the new sea- 
son will be held on September 25, 
1945. 

Our new President, Mr. T. W. 
Kimmerly, has inaugurated two 
new committees. The Publicity, 
Editorial and Professional Rela- 
tions Committee will handle local 
press releases, Chapter news write- 
ups for The Internal Auditor 
and will also contact other profes- 
sional organizations in the city. 
The Reception Committee will act 
as hosts to prospective members, 
new members and guests at 
monthly meetings. 

At the May meeting, Mr. 
Charles J. Ghesquiere was pre- 
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sented with a plaque in token of 
his services as the second President 
of the Chapter. 

The Detroit Chapter participat- 
ed with ten other guest organiza- 
tions in the Wartime Accounting 
Conference held by the Michigan 
Association of Certified Public Ac- 
countants on Monday, June 4, 
1945, at the Statler Hotel. 

Mr. Ben F. Jackson of Price, 
Waterhouse & Co. has been elected 
President of the Detroit Chapter 
of the National Association of Cost 
Accountants for the 1945-1946 
fiscal year. Ben has been swelter- 
ing it out in Washington, D. C. for 
the past several months on a 
special assignment for the Govern- 
ment. 


CHICAGO CHAPTER 


A panel discussion on “Internal 
Checks and Control” held at the 
May meeting was enthusiastically 
received by the members. Both 
the panel members and members 
on the floor participated in lively 
discussions throughout the meet- 
ing. As a result of these discus- 
sions and the wishes of those in at- 
tendance, it was agreed that a Re- 
search Committee would be ap- 
pointed. Remarks made during 
the discussions suggested that we 
should develop a general question- 
naire for the use of the internal 
auditor when reviewing internal 
checks and controls prior to the 
start of an audit—to be used in 
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the light of each company’s pro- 
cedures. It was recognized that it 
would not be possible to propose a 
standard form that would be ap- 
plicable in all instances without 
revising the form to meet specific 
requirements. However, it was 
the consensus of opinion, since it 
is essential that the extent and 
effectiveness of internal checks 
and controls be determined, if the 
audit is not to be detailed, a ques- 
tionnaire based upon the experi- 
ence of the members should prove 
to be invaluable. The first as- 
signment to the Research Com- 
mittee was the development of 
this subject. 


The annual meeting of the Chi- 
cago Chapter was held in June. 
James F. Blair of Chicago, Bur- 
lington & Quincy Railroad Com- 
pany, was elected President and 
LeRoy R. Haas of Chicago Title & 
Trust Company, was elected Vice 
President. 


The 1945-1946 season of the 
Chapter promises to be very in- 
teresting and educational. Con- 
siderable thought has been given 
to the programs for the Chapter 
meetings. Apart from speakers on 
specific subjects, consideration has 
been given to (1) continuation of 
panel discussions, (2) possibility 
of holding joint sessions with other 
organizations operating in allied 
fields and (3) debates on given 
subjects that are generally contro- 
versial. 
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LOS ANGELES CHAPTER 


Mr. T. G. Douglas, partner of 
Price, Waterhouse & Co., Los An- 
geles, addressed the Los Angeles 
Chapter at its June meeting on the 
subject, “Correlation Between the 
Internal Auditor and the Inde- 
pendent Public Accountant”. 
Among many important points 
covered by Mr. Douglas was the 
suggestion that the internal audi- 
tors as a professional group strive 
to maintain their independence. 

We are pleased to report that 
we had the pleasure of having 
with us at the June meeting, Mr. 
James B. Parker, President of the 
Chicago Chapter 

Los Angeles Chapter members 
take pride in the fact that Dr. 
Walter A. Foy’s course “Account- 
ing and Auditing Review” which 
started the beginning of July in 
the University of California Ex- 
tension Division is being very well 
attended. 

The next meeting of the Los 
Angeles Chapter will be on Sep- 
tember 11, 1945, the second Tues- 
day of the month, at the usual 
place, Los Angeles Athletic Club. 
The most important business of 
the meeting will be the election of 
the Officers of the Chapter for the 
coming year. 


PHILADELPHIA CHAPTER 


Plans are being made for the 
coming year, and our first meeting 
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will be held on September 10, 
1945 at the Engineers Club. The 
speaker of the evening will be Mr. 
Earl A. Green, Chief Auditor, 
Armstrong Cork Company, Lan- 
caster, Pa. 

During the summer period our 
members have been enjoying their 
vacations. The Philadelphia Con- 
trol of The Controllers Institute 
invited our Chapter to be their 
guests at their annual outing in 
June, held at the Manufacturers 
Country Club, Oreland, Pa. At 
this outing, Walt Smith, our Pres- 
ident, displayed a “hot game” of 
golf. He did not lose a golf ball 
all day but lost approximately ten 
pounds (the temperature was high 
in the 90's, the scores slightly 
higher.) Jerry Hanks and George 
Mann tried to keep up with the 
pace set by Walt; all welcomed 
the cooling showers, etc., at the 
end of the eighteen holes. Messrs. 
Adkins, Dent and Fisher enjoyed 
the scenery and coolness from a 
vantage point high on a hillside of 
the Country Club. 
was had by all. 


A good time 


DAYTON CHAPTER 


The very provocative question 
of what constitute the exact duties 
and functions of an internal audi- 
tor aroused an extensive and very 
spirited discussion at the June 
meeting which was ably led by 
Mr. J. H. Neth, Auditor of The 
Standard Register Company. The 
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wide divergence of views on this 
subject advanced by the various 
members tended to prove rather 
conclusively, as generally agreed, 
that due to the comparatively re- 
cent inception of the internal aud- 
iting profession, the general think- 
ing along the lines of duties and 
functions of an internal auditor 
is still fluid and that in all proba- 
bility quite some time will elapse 
before these requirements can or 
will be expressed in crystallized 
form. 

As the June meeting was the 
last official one for the fiscal year 
1944-1945 the annual election of 
Officers was held. Mr. Frank T. 
Sherlock of The National Cash 
Register Company was elected 
President and Mr. Arthur C. Ches- 
ney, Jr. of Charles Sucher Packing 
Company, was elected Vice Presi- 
dent. 

The annual chapter picnic was 
held on Wednesday, August 22nd. 
The large attendance attested to 
the fact that it certainly aided 
materially in dispelling the cur- 
rent knotty problems of termina- 
tion, interim accounting, etc. 
Conclusive evidence of the exist- 
ence of a “Destiny that shapes our 
ends” was demonstrated by one 
of the members in furnishing a 
delicious ham as the piece de re- 
sistance. 


CLEVELAND CHAPTER 


The annual meeting of the 
Cleveland Chapter was held on 





the evening of May 9th. Mr. L. 
H. Norton of National Screw & 
Manufacturing Company was 
elected President and Mr. D. H. 
Johnson of Pickands Mather & 
Co., was elected Vice President. 

We anticipate two very interest- 
ing sessions at our September and 
October meetings. Mr. B. H. Nie- 
haus, Auditor of Factory Stores 
Company and one of our newer 
members inaugurates our 1945-46 
Season and has chosen as his sub- 
ject, “Internal Auditing in the 
Industrial Canteen and Cafeteria.” 
At our October meeting we are 
privileged to have as our guest and 
speaker, Mr. Earle H. Cunning- 
ham of General Motors who is « 
Charter Member and former Vice 
President and Director of Tue In- 
STITUTE and presently Vice Presi- 
dent of Detroit Chapter. He has 
selected a most important subject, 
“Training the Internal Auditing 
Staff.” 


TORONTO CHAPTER 
(CANADA) 


The annual meeting and elec- 
tion of Officers took place at the 
May meeting. The new President 
for the ensuing year is Mr. F. A. 
Riddell, Assistant Secretary, 
George Weston Limited, and Vice 
President, Mr. John F. Kidner, 
C.A., Chief Auditor, Canadian Oil 
Companies Limited. All commit- 
tees were also formed, and will 
take on their respective responsi- 

















bilities immediately. 


The speaker for the evening was 
Mr. John F. Kidner, C.A., who 
gave a very unusual paper on 
“THERE IS NO SENSE IN 
CENTS.” Mr. Kidner clearly por- 
trayed how unnecessary cents are, 
especially in reports. 

Mr. W. B. Frisby, Eastern High 
School of Commerce, Toronto, 
who spoke informally, made us 
realize how we have become slaves 
to our particular professions. He 
stated that we should consider 
more the cultural aspect of our 
lives and take advantage of the 
tremendous facilities that are 
available for advanced learning. 


SAN FRANCISCO CHAPTER 


At the May meeting of the San 
Francisco Chapter, we had two 
speakers. Mr. John T. S. Byrne, 
Audit Supervisor, Columbia Steel 
Company, spoke on the subject 
“The Responsibilities of the Aud- 
iting Department” and set out six 
types of responsibilities. Some of 
these he covered in detail and 
others were left for presentation 
at subsequent meetings by other 
speakers. Mr. Abraham Boyd, 
Secretary-Treasurer, Waterfront 
Employers Association, gave us an 
outline of the unique payroll sys- 
tem used by that company. The 
discussions which followed each of 
these addresses were both interest- 
ing and enlightening. 
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On June 13, Mr. E. G. Scovil, 
of Price, Waterhouse & Co. pre- 
sented the viewpoint of the public 
accountant on “What the Inde- 
pendent Auditor Expects of the 
Internal Auditor.” Some of the 
members picked up and carried 
on the discussion after the address, 
considerably relieving the pressure 
on the speaker which usually re- 
sults from intricate questioning. 

In July, Mr. Arthur E. Duane, 
Auditor, American Trust Compa- 
ny, addressed the Chapter on the 
subject, ‘‘Defalcations and 
Frauds.” Mr. Duane cited actual 
cases with which he had come in 
contact and pointed out the pos- 
sible disastrous results when there 
is a breakdown of the Internal 
Audit functions. 

In spite of the summer vacation 
period, attendance at the various 
meetings has held up remarkably 
well and the membership has 
shown a healthy and vigorous 
growth. 


MONTREAL CHAPTER 
(CANADA) 


It has been decided, due to 
growth of membership, to hold 
meetings during the coming sea- 
son in the Windsor Hotel due to 
better accommodations being ob- 
tainable. 

At the time these notes are writ- 
ten, it is believed that we shall 
have the pleasure of having as our 
principal speaker at our Novem- 
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ber 16th meeting, Mr. Curtis T. 
Atkisson of Ebasco Services, In- 
corporated, a former President of 
the New York Chapter and pre- 
sently ist Vice President of THe 
INSTITUTE. 

Our Program Committee has 
drawn up a program for the com- 
ing season and is arranging for 
outside speakers for alternate 
meetings. Every other meeting 
will be devoted to papers by mem- 
bers on subjects which were sub- 
mited to the Committee by mem- 
bers of the Chapter. 

The Board of Governors and 
Membership Committee are act- 
ively contacting leading business 
executives in the district explain- 
ing the aims and functions of THE 
Instirute. The results appear 
very encouraging. 


MIAMI CHAPTER 


The first meeting of the mem- 
bers of Tue INstiTruTeE in the Mi- 
ami area was held on Tuesday 
evening, July 17, 1945, following 
the approval by the National Or- 
ganization of their organizing to 
function as a Chapter. The meet- 
ing was well attended. 

After working out further de- 
tails of organization, planning for 
future meetings, and planning a 
campaign for new members, at- 
tention was directed to a matter 
which one of the members ex- 
pressed a desire to have discussed. 
This concerned the accounting for 
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the various deductions required to 
be made from salaries and wages 
and the setting aside of funds to 
meet the future payments of the 
amounts deducted. 

The discussion disclosed a va- 
riety of methods used by the com- 
panies represented by the mem- 
bers present. Generally the mem- 
bers were in fairly close agree- 
ment as to the manner in which 
these liabilities should be taken 
into the books of acount. 


NEW ENGLAND CHAPTER 


New England Chapter is now 
well under way. At a meeting of 
the Board of Governors on July 
24th, appointments were made to 
the various Standing Committees 
and also to the Program and By- 
laws Committees. Members are 
now being asked to submit their 
thoughts as to types of meetings 
to be held during the new fiscal 
year. 

Plans are now being made to 
contact likely prospects connected 
with sizeable companies not now 
represented in our membership. 
We anticipate a healthy member- 
ship growth. 





MIAMI AND NEW ENGLAND 





* FORM CHAPTERS 
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n- 

n- 

n- EMBERS will be pleased to learn that two more chapters were 
e- formally organized and welcomed into Tue Instirute Chapter 
ch family during the month of June. 

en 


On June 19th the Members in Miami area held an organization 

meeting followed by a similar meeting of the Members in the New 

2 England area on June 2ist. The Executive Committee of the Board 
of Directors approved these actions on June 28th. 


yw f ; ; 
of The elected Officers and Governors and the membership of the 
a new Chapters are as follows: 
to 
65 MIAMI CHAPTER 
y- 
re President: James D. Traney 
“ir Pan American Airways, Inc. 
gs | 
al Vice President: A tsert H. McCain 
Tooley Myron Studios 
to | 
ed ’ 
- Secretary: W.G. Proctor 
w rf ‘ 
P Pan American Airways, Inc. 
r- 


Treasurer: Harry P. Roserts 
Embry-Riddle Company 


Governor: E. H. Rapiorr 
WOMETCO Circuit 


\ Tora CHapTrerR MEMBERSHIP 12 
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NEW ENGLAND CHAPTER 


President: Pau E. Trerney 
John Hancock Mutual Life Insurance Company 


Vice President: Harotp A. Martinson 
Boston Consolidated Gas Co. 


Secretary: ArtHur M. Hvosier 
United-Carr Fastener Corp. 


Treasurer: Patrick C. Rea 


Boston Elevated Railway Company 


Governor: Jouwn S. Everett 
New England Public Service Company 
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The new chapters, the twelfth and thirteenth in our chapter pro- 
gress, are the result of a great deal of effort and planning on the part 
of local Members. In each case, preliminary meetings were held at 
which the aid of all local Members was enlisted and methods of ob- 
taining the required number of Members were resolved. The interest 
of the local Members and the degree of success of these campaigns are 
found in the initial chapter membership. James D. Trahey, Pan 
American Airways, Inc. (Miami) and Paul E. Tierney, John Han- 
cock Mutual Life Insurance Company (New England) headed the 
organizational activities and are to be congratulated for the results 
attained. Meetings of the New England Chapter will be held in Bos- 
ton, Massachusetts. 


From the manner in which the Members responded in both areas 
and the indicated interest in establishing a Local Chapter there is no 
question but that we will hear a great deal from these two Chapters 
in the future. 


WELCOME, Miami and New England! 
















CHAPTER MEETING DATES AND PLACES 


HE following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue InstrruTe. 


Chapter 


New York 


DETROIT 
CHICAGO 

Los ANGELES 
PHILADELPHIA 
DayYTON 
CLEVELAND 
ToronTO 

San FRANCISCO 


MonTREAL 


PITTSBURGH 


MIAMI 


New ENGLAND 


Meeting Date 


October 18th 
November 30th 


Fourth Tuesday 


Third Tuesday 


Second Tuesday 
Second Monday 
Fourth Monday 


Second Wednesday 


Last Friday 


Second Wednesday 


Third Friday 
December 14th 


Second Friday 


Second Tuesday 


Third Thursday 


Meeting Place 


Hotel Sheraton 
Wardell-Sheraton Hotel 
Bismarck Hotel 

Los Angeles Athletic Club 
Engineers Club 

Gas and Electric Building 
Hollenden Hotel 

Royal York Hotel 
Alexander Hamilton Hotel 


Windsor Hotel 


Fort Pitt Hotel 
Urmey Hotel 


Hotel Vendome 





Presidents 
HOWARD THIEL 
c/o Metropolitan Life Insurance Co. 
1 Madison Avenue 
New York, N. Y. 
THOMAS W. KIMMERLY 
c/o Burroughs Adding Machine Co 


Chapters 


New York 


Detroit 6071 Second Avenue 
Detroit 2, Michigan 
JAMES F. BLAIR 
c/o Chicago, Burlington & 
Chicago Quincy RR Co. 


547 West Jackson Boulevard 
Chicago 4, Illinois 


HERBERT G. KIMBALI 
Los c/o Lockheed Aircraft Corporation 
Angeles Box 551, Factory B 

Burbank, California 


WALTER K. SMITH 

c/o Sun Oil Company 
Philadelphia 1608 Walnut Street 

Philadelphia, Pa. 


FRANK T. SHERLOCK 

c/o The National Cash Register Co 
Main & K Streets 

Dayton, Ghio 


Dayton 


L. H. NORTON 
c/o National Screw & Mfg. Co 
2440 East 75th Street 
Cleveland 4, Ohio 
FRANK A. RIDDELL 
c/o George Weston Limited 
134 Peter Street 
Toronto, Ontario, Canada 
F. H. ELLIOTT 
San c/o California Packing Corporation 
Francisco 101 California Street 
San Francisco, California 


F. A. COOPER 


Cleveland 


Toronto 


Montreal c/o Fairchild Aircraft Limited 
Longueuil, P.Q., Canada 
L. A. MILLER 
Pittsburgh Room 11-N-50 
East Pittsburgh, Pa. 
JAMES D. TRAHEY 
Miami c/o Pan American Airways, Inc 
— Sox 3311 
Miami 31, Florid 
PAUL E. TIERNEY 
_—— c/o John Hancock Mutual 
F a i Life Insurance Co 
— 197 Clarendon Street 


Boston, Mass. 


CHAPTER DIRECTORY 


Secretaries 

FREDERICK F. SCHANTZ 
58 Lincoln Avenue 
White Plains, New York 
(Ward Leonard Electric Company) 
HARRIS R. SYMES 
c/o The Detroit Edison Company 
2000 Second Avenue 
Detroit, Michigan 
WALTER T. HOFSTETTER 
1225 North Lombard Avenue 
Oak Park, Illinois 
(The Peoples Gas Light and 

Coke Company ) 


EDMOND J. HALLAHAN 
c/o Price, Waterhouse & Co 
530 West 6th Street 

Los Angeles, California 


FRANK M. FISHER 

c/o The Lehigh Coal & 
Navigation Company 

Fidelity Phila. Trust Building 

Philadelphia, Pa 


ROBERT M. GARDNER 

c/o General Motors Corporation 
Inland Mfg. Division 

2727 Inland Avenue 

Dayton, Ohio 

WILLIAM S. REAUME 

c/o The White Motor Company 
842 East 79th Street 
Cleveland, Ohio 

WILLIAM J. L. TOWNSEND 
c/o Canada Packers Ltd 

2200 St. Clair Avenue West 
Toronto 9, Ontario, Canada 
JOHN F. WEST, Jr 

c/o Rheem Manufacturing Company 
101 Russ Building 

San Francisco 4, California 

H. A. RUTLEDGE 

c/o Fairchild Aircraft Limited 
Longueuil, P.Q., Canada 


E. M. STEMEN 


c/oWestinghouseElectricCorporationc/o Edgewater Steel Company 


Box 478 

Pittsburgh, Pa 

W. G. PROCTOR 

1769 S. W. 10th Street 

Miami 35, Florida 

(Pan American Airways, Inc.) 


ARTHUR M. HVOSLEF 
230 Maple Street 

West Roxbury 32, Mass. 
(United-Carr Fastener Corp.) 
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A WORD FROM 
CHAIRMAN 
BODMAN 


of the 


INDUSTRIES COMMITTEE 


URING the current year the 

Industries Committee has 
continued with the same person- 
nel so that the “ground breaking” 
experience of the first year could 
be utilized to further the promo- 
tion of this interchange of opin- 
ions and practices within an in- 
dustry as well as throughout the entire membership. 


As originally conceived, the questions would originate and the 
information would circulate principally within specific industries. 
With the advent of The Internal Auditor, the practice has been 
to circulate the entire membership with questions of general interest, 
subdividing the replies by industries. 


Possibly when the pressure of the present emergency is past and 
the postwar problems make industry interchange of ideas and prac- 
tices more imperative, we may devote more efforts in this committee 
to specific industry questions and answers which can be transmitted 
more readily and rapidly than through the medium of the quarterly 
issue Of The Internal Auditor reserving this medium for questions of 
general interest. 


This committee affords a facility to the non-chapter member so 
aptly stated recently, “As there is no chapter presently in this area, I 
would like to say that questionnaires such as the enclosed and The 
Internal Auditor are most helpful to one who only recently has become 
a member of the ‘new profession.’ ” 


Let’s help ourselves, as well as promote the progress of internal 
auditors in general, by getting behind the new Industries Committee 
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to be appointed for the forthcoming year and submitting questions on 
those internal auditing problems that vex us and answering promptly 
the questionaires we receive. 



















G. T. Bopman, Chairman of the Industries Committee and a ‘ 
Director of Tue Instirute, is General Auditor of Continental Oil 
Company with headquarters in Ponca City, Oklahoma. f 


He attended Denver University School of Commerce, Accounts, 
and Finance and then entered the Sales Department of the Na 
tional Cash Register Company, specializing on systems. Later he 
joined the staff of Haskins and Sells, from which firm he went 
with Continental Oil Company as Production and Manufacturing 
Accountant, subsequently as Chief Accountant, and in 1934 was 
appointed General Auditor. 

He is also a member of the Mid-Continent Petroleum Accountants 
Society. 


TREATMENT OF RECONVERSION COSTS 
FOR TAX PURPOSES 


Under date of June ist the Office of Commissioner of Internal 
Revenue released an interesting bulletin “Treatment of Reconversion 
Costs of War Contractors.” This bulletin explains the treatment of 
reconversion costs for Federal income and excess profits taxes. While 
this release has had widespread publicity, it was felt that some of our 
members might like to know about it. 
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NECROLOGY 


It is with deep regret that we announce the passing of | 
Mr. Wiiu1am K. Lauper. He was one of our South Ameri- 
can members and had been in the employ of the S. A. Fab- 


rica Argentina de Alpargatas. 





























ARTICLES OF INTEREST 


TO INTERNAL AUDITORS 


A. A. BUZZI, Chairman of “Digest of Other Publications Committee” 
directs attention to the following article of interest 


JUNE 1945—‘National Auditgram” 
Subject: Postwar Audit Planning vs Defalcations 


By: WALLACE H. McDANIEL, Vice President 
Northwest National Bank of Chicago 


Mr. McDaniel states that in the interest of preventing defalcations 
in his bank, actual concern is given to improving audit methods, 
audit backgrounds, and audit responsibilities. He presents a group 
of audit fundamentals establishing a background for the bank audi- 
tor, and also, briefly reviews the position of the auditor in a bank 
today. He brings to attention the extent to which auditing has 
developed in general business during recent years, and how other 
departments within the bank have developed in the same way 


STAFF TRAINING“ 


By EARLE H. CUNNINGHAM 


HILE staff training is a subject of prime interest to Staff Direc- 
tors, Department Heads and Supervisors, I feel that the prin- 
ciples involved are important to all of us, as individuals, and may well 
serve the basis for a home reading course or self-development plan. 
I shall discuss the subject under four general headings: 
1. Staff training defined. 
2. Need for staff training. 
3. Scope of staff training. 
4. Ways and means for staff training. 


STAFF TRAINING DEFINED 
Staff training may be defined as a program based on the premise 
that there is a need or desirability for developing a “quality” staff of 
line men. A clear distinction should be drawn between this type 
of training and that provided by the company school. 
A few of the larger corporations have organized and maintain 
company schools of college grade. In general, the type of training 


* A paper presented before the Detroit Chapter on January 23, 1945 
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provided does not differ materially from that offered by our public 
universities and colleges, except that the courses are limited to those 
fields of knowledge most useful to the company; such as chemistry, 
engineering, foremanship, et cetera. 


Schools of this type usually correlate practical work with theory 
under some plan such as one month in school studying theory followed 
by a month of practical work at the plant or office. 


There are other companies who, while not operating formal 
schools, provide a variety of courses for their employes, either under 
the guidance of an educational director or through arrangements with 
organized schools.. Except that they may be more compact and in- 
tensive, they do not differ materially from standard school courses 
offered to the public. 


Staff training courses differ from company school or company 
sponsored courses in that they are designed for training department 
or staff personnel only and are not open to company employes as a 
whole; the courses are “tailor” made to fit the needs of a particular 
staff and are operated under the personal direction of the department 
head or his delegated representative. 


In order for a Staff Training course to be effective and successful, 
certain conditions must prevail. 


1. There must be a real need for raising the skill and gen- 
eral ability of staff men. 


2. The department head, of necessity, must be fully sold 
on the importance and value of a program of Staff Training. 


3. The department head should possess a fair amount of 
leadership qualities; he should be able to analyze his staff suffi- 
ciently to determine their educational needs; he must be qualified 
to select or prepare necessary instruction material; and he must 
have the ability to conduct class conferences and impart the neces- 
sary instructions, or be in a position to provide a staff assistant 
capable of acting as educational director for him. 


While Staff Training is an activity that does not necessarily have 
to be a company sponsored project, it will be, of course, far more suc- 
cessful and effective if the program has at least company approval. 
If it has company support, much more material and equipment can 
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be made available; and in some cases a reasonable amount of company 
time may be allocated to the work. 


The course must be planned to meet the needs of the particular 
staff being considered. A different type of program would be designed 
for a traveling staff from that created for a staff permanently located. 
A staff of five or six men or less would require a somewhat different 
program from a staff of twenty-five or fifty men or more. It is essen- 
tial that the course be objectively planned, and it should not be handi- 
capped in any way by attempting to conform to some orthodox cur- 
riculum. The course can be conducted by any department head re- 
gardless of experience in instructionwork, although skill in the art of 
teaching will contribute much to the success of the program. Staff 
Training will pay dividends to all parties concerned; the employe, 
the department head, and the company. 


NEED FOR STAFF TRAINING 


Now let us consider the need for Staff Training. Before we can 
enumerate the needs we must: first settle the question of viewpoint. 
Are we going to take a narrow, selfish, mercenary viewpoint? Or are 
we going to look at the question from a broad, economic and humani- 
tarian standpoint? 


If you choose to use Staff Training merely as an expediency, or 
as a tool for the sole purpose of getting more and better work from 
your staff, then the program can be made simple and intensive; and, 
I do not have the least doubt but that you would find it a dividend 
paying investment. 


I cannot subscribe to a program of Staff Training limited to such 
narrow objectives. I like to think of Staff Training as a mutual benefit 
project in which all parties concerned will profit. I shall therefore 
discuss the subject from this broader viewpoint. If you do not concur 
fully with me in some of the broader aspects you can easily prune 
those phases that may be too idealistic to suit your particular case. 


It is my opinion, based on observation and experience, that few 
departments function on a parity with their capacity; and few individ- 
uals or line men display skill equal to their potential ability. Perform- 
ance too often hovers around the “get-by” level. While the quality 
of execution may be acceptable, the standard of application can easily 
be raised under intelligent leadership and training. 
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Regardless of what one’s training and experience may have been, 
few people have mastered the technical knowledge relating to their 
vocation to the extent that they may be properly termed skilled tech- 
nicians. Even those who have attained the desired degree of technical 
knowledge and skill frequently lack strength in supporting fields of 
knowledge. The average person too often directs all his effort to 
developing technical knowledge and gives too little thought to those 
subjects essential to proper balance. 


I have seen men who, so far as technical knowledge was con- 
cerned, might be termed “walking encyclopedias;” yet they were 
unable to rise aboye the level of routine assignments. Their training 
was poorly balanced; they lacked knowledge and skill in those subjects 
so essential to the successful application of their technical knowledge. 


If a “quality” staff is accepted as a desirability, then training 
becomes an essential activity worthy of serious consideration. 


The Company has two prime interests in Staff Training, or at 
least should have, and these are as follows: 


1. The maintenance of a strong effective Staff; one fully 
qualified to discharge the duties assigned, at a high level of per- 
formance. 


2. The maintenance of a staff capable of producing leaders; 
men fully qualified and prepared to step up to key positions; 
Supervisors, Department Heads and Junior Executives. 


No matter how careful you may be in selecting your staff, you 
will not be able to pick an all-star team; you are bound to wind up 
with a larger number of “averages,” a few “above average” and several 
“below average.” 


After a period of time, you will, no doubt, weed out the larger 
portion of the “below average;” but you will still be left with a few 
“stars” and a large number of “average” rated employes. These 
“average rated” men, as a rule, are teeming with Potential; all they 
need is development. Very few people have developed their a‘ulity 
to the extent of their capabilities. 


A good department head will guard jealously the quality of his 
staff; he will not allow it to deteriorate and will strive continually 
to raise the general level of ability and efficiency of his men. 
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As accountants we are all familiar with the laws of depreciation. 
You buy a new car, place it in your garage and never operate it, yet 
at the end of a few years it is practically worthless. 


Staffs likewise deteriorate if not properly serviced. Men get in a 
rut—begin to do their work in a routine manner—-habits are formed 
and duties are discharged in a “rule of thumb” way—assignments 
are solved by formula—thinking becomes narrow and prejudiced— 
incentives, ambitions, aggressiveness and other necessary attributes 
become dull and sluggish. Because the process is generally slow, it 
is not always readily perceptible. A wise department head will keep 
his hand on the pulse of his staff at all times; he will take frequent 
inventories and strike revised values. 


Speaking of companies generally, too little thought—and too 
little attention—has been given to the human factor in business. 


It is true that many companies have provided various forms of 
employe benefits, such as: 


(a) Life Insurance 

(b) Hospital and Surgical Insurance 
(c) Bonuses 

(d) Pensions 

(e) Vacation Periods, et cetera. 


But, very little has been done in respect to developing the em- 
ploye’s knowledge and skill. 


Let us look at the three M’s of business for a moment: 


1. Materials 
2. Machines 


4. Men 


What has been the relative attention given to these factors by 
business in general? Except for a few, most companies have failed 
to recognize the importance of the third M—Men; their interest and 
attention has been directed to th first two M’s—Materials and Mach- 
ines. 


Thousands of dollars have been expended for research buildings 
and experimental laboratories; and additional thousands have been 
expended to maintain staffs of metallurgists, chemists, engineers and 
other skilled technicians to develop and perfect materials and machines. 
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Continuous effort is made to find better materials and methods 
of production; and engineers are ever striving to develop machines 
of greater productive capacity. No expense is spared to accomplish 
even the slightest improvements in Materials and Machines. But 
Men—they are just hired, assigned to their job and forgotten. No 
Human Engineering Laboratory is provided for this M. This mem- 
ber of the “trio” is left largely to providence. 


I do not believe this attitude is a deliberate one; but rather a fail- 
ure to understand and appreciate fully the importance of this third 
factor. 


I think the management of most companies expect that their 
department heads will employ only competent personnel and that 
necessary training will be provided. However, it has been my obser- 
vation that such training rarely goes beyond the mere routines of 


the job. 


For those cases where the employe is engaged solely for his day 
to day utility value, where the work to be performed is of a mechanical 
nature only, and the opportunities for advancement are non-existent, 
possibly there may be no need for staff training beyond the develop- 
ment of skill in the routines of the job. 


However, some of our most capable executives are men who have 
worked up through the ranks; and I believe that progressive manage- 
ments are seriously interested in developing a reservoir of strong poten- 
tials for key positions. 


Now let us consider the need for Staff Training from the depart- 
ment head’s point of view; that is, Staff Training as it may be an in- 
strument of value to him. 


First, let me say that, as a department head, you have three very 
definite responsibilities: 
1. To your Company 
2. To yourself 
3. To your Staff—the line men under your supervision. 
By appointing you to head your department, the company has 
expressed its confidence in you and your ability. Subject to the gen- 
eral policies and procedures of the company, you are given consider- 
able latitude in working out the administration of your department. 
With this freedom of management goes the responsibility of develop- 
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ing a strong, skillful, effective staff; the expectation that you will keep 
the level of ability high; that you will display managerial skill and 
leadership qualities; that you will give to the operation of your de- 
partment the same degree of thought and attention you would if it 
were your own little business. 


As distinguished from your responsibility to the company and 
your superiors you have a responsibility to yourself. Your advance- 
ment will depend to a large extent upon the record you create as a 
successful department or staff operator. In this respect, you will be 
no stronger than your staff. One star never won a football game—it 
takes team work. To be a strong staff director, you must have strong 
line men. No matter how careful you may be in the selection of 
personnel, you cannot obviate the need for staff training. 


The fact that you have been officially designated as the head of 
a department, a supervisor, or a director of an activity, tags you as 
a leader; whether or not you aspire to that distinction, you have its 
responsibilities. 

The line men under you have a right to expect aggressive and 
skillful leadership. It is your privilege as well as your duty and res- 
ponsibility to be a real leader and counselor. Your company expects 
it; your men deserve it; and you cannot go far without it. 


You cannot take the position that training is strictly a personal 
matter of the line man; that the need for developing his skill and broad- 
ening his knowledge is solely his individual problem. 


While an occasional man will take the iniative and pursue a self- 
development program, the “rank and file” will do little, if anything, 
along this line. It takes skillful leadership to awaken the average 
man to the importance of and need for increased ability and a broad- 
ening of his knowledge. 


Logically it would seem to be the line man’s own responsibility 
to educate and develop himself; and we often criticize such men for 
their lack of foresight in this direction. However, you cannot censor 
one for something they do not understand. You do not blame a “little 
tot” for marking on the wall paper, but you certainly would expect 
the parents to know better. Very few line men fully appreciate the 
importance of superior self-development. But a “leader” should. 
That is where your responsibility for staff training comes into the 
picture. 
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It is not enough merely to train your men in the mechanics or 
routines of their job, but you must provide them with the training that 
will broaden them into skillful technicians, capable administrators, 
and potential executives. 


No matter how much you cultivate a rose bush, you cannot make 
it an oak tree. Analogously you cannot develop a superior staff from 
men lacking proper potential. 


It is therefore very important that you exercise a high degree of 
care in selecting staff additions; it is not so much a matter of deter- 
mining the degree of their technical knowledge and skill as it is deter- 
mining their potefttials. 


Most department heads inherit their staff and must work with 
what they have. Before starting a staff training program it will be 
necessary to take an inventory and determine the kind and quality 
of material you have to work with. You can measure a man’s height 
in feet and inches and determine his weight in pounds and ounces; 
but you cannot place a man on the scales and ascertain that he has 
so many pounds of intelligence, or by the use of other measuring in- 
struments determine that he possesses so many gallons of iniative, 
so many kilowatts of technical knowledge, so many liters of human 
relations, et cetera. 


Only by your ability to read and understand human nature, your 
skill in the art of interviewing, and your experience in personnel hand- 
ling can you arrive at a fair evaluation of line men, and thus determine 
their educational needs. 


While this process of analysis and evaluation of line men may 
develop weakness in a number of subjects, you will of necessity have 
to limit your training program to those subjects essential to the work 
being performed and necessary to preparing your men for advance- 
ment. 


Weakness in those subjects not of prime importance should be 
called to the man’s attention that he may give them the required con- 
sideration outside of the regular program. 


Let us now consider the educational requirements for line men. 


Educators and others have been debating for years the question 
“When is a man educated?” While there has been some general 
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agreement on this subject, there still is a considerable difference of 
opinion in respect to th fields of knowledge to be included and the 
extent to which one should pursue the many branches of learning. 


I would not for a moment minimize the importance of a liberal 
arts education; or in any way discourage one from securing the broad- 
est cultural training possible, for such an education contributes much 
to real living to the betterment of society. 


However, most of us do not have the opportunity or the time and 
the money required to obtain the knowledge necessary to qualify as 
an “educated person,” if we were to be rated by a stratosphere stand- 


ard. 


The large majority of us are obliged by circumstances to content 
ourselves with a practical rather than an idealistic education. We 
have to be realistic; therefore, I shall approach the subject from that 
viewpoint. 


There is an old saying that “one should know everything about 
something, and something about everything.” 


This is an excellent proverb to adopt as a slogan. 


I think most people agree with this old truism. But the “hitch” 
comes in their failing to fully comprehend the implications of the 
phrase “everything about something;” they fall short in their aim. It 
is analogous to a man shooting at a target 3,000 yards away and his 
shots landing in the 1,000 to 2,000 yard range. 


In mapping out a career, the average individual reviews the fields 
of opportunity until he finds some vocation to his liking, and then 
proceeds to take up a course of study or apprenticeship that will qualify 
him as a practitioner. However, he seldom pursues such a course 
to the point where he might be termed a master, an expert or a special- 
ist. 


As soon as he has.a working knowledge, sufficient to discharge 
the minimum requirements of a job, he settles down and waits for 
experience and seniority to do the rest. 


In most cases, this condition is due to the individual not realizing 
how limited a knowledge he has in relation to the field of his chosen 
vocation; or does not know just how to go about obtaining that neces- 
sary complement. 
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That is why I contend that it is a department head’s duty and 
responsibility to take such cases in hand and supply the needed counsel 
and required training whenever it is possible to do so. 


SCOPE OF STAFF TRAINING 


Granting that Staff Training is necessary, or desirable, the next 
question to settle is one of scope; that is, what subjects or fields of 
knowledge should a program of this nature include. 


This may be a debatable question, but after considerable research, 
study and some careful thinking, I have concluded that staff training 
should comprehend at least four general fields of knowledge: 


1. Technical 
Communications 
Human Relations 
Personality 


wp 


Most training courses seldom go beyond the technical field. 


If you will review the biographies and autobiographies of success- 
ful men and carefully analyze the factors contributing to their success, 
you will find that it was not technical knowledge alone that enabled 
them to rise to the heights of fame and fortune; in fact, it might be 
termed merely an incidental factor. 


I have seen salesmen rise to the presidency of their companies. 
Certainly it was not the mere knowledge of salesmanship that enabled 
them to make this advancement. 


I have observed engineers go up through the ranks to general 
managers and presidents. Surely it was not their sole ability to make 
machines that was responsible for their progress. 


I know auditors who have moved up to comptrollers, treasurers 
and general managers. They must have possessed something besides 
a knowledge of debits and credits and skill in proving the accuracy of 
the company’s records. 


If you will make a careful analysis of some of the cases coming 
within the realm of your own experience, you will find that technical 
knowledge alone was merely an incidental or contributing factor. 
There was always present a mastery of other important fields of know- 
ledge. 





nd 
se] 


sa? & 





Staff Training 31 


As important as technical knowledge may be, (and it is important 
—very important) by itself it has a minimum productive value. Of 
what value is the motor with no spark pulgs, or with defective spark 


plugs. 


The value of technical knowledge is in proportion to the strength 
one possesses in such subjects as Communication, Human Relations 
and Personality; all predicated, of course, on the premise that one has 
a fundamental education. 


Talking is a form of communication that is just as important as 
written communication, yet few people fully appreciate that conversa- 
tion is an art. Interviews, committee meetings, conferences, demon- 
stration meetings, and similar forms of business activities, all require 
talking. Unless your talking is effective, the weight of your techni- 
cal knowledge will avail you little. 


While most people can write in a style far superior to their talk- 
ing, yet their composition rarely attains the strength and quality of 
their technical knowledge. 


Of what worth is a mastery of technical knowledge, if it cannot 
be effectively communicated. 


You may be recognized as an expert in your profession and a 
rhetorician in the field of communications, yet if you and your skill 
are not accepted by others, it profits you little. 


You may develop an excellent radio program and engage one 
of the leading networks to broadcast it, yet if the world will not tune 
their radios to your wave length, what have you accomplished? 


Unless you can reach people, win their confidence and respect, 
interest them and motivate action, your effectiveness and chances for 
success are greatly limited. 


The success you make with your professional skill is dependent 
to a large extent upon the degree to which you have mastered the art 
of Human Relations. 


There is another factor equally important to that of Human Re- 
lations, and that is “Personality.” This is a term that we must be 
careful not to misunderstand. By “Personality” I do not refer to the 
mere physical qualities of man, but more particularly to the intang- 
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ibles. By the use of this term, I have in mind the sum total of one’s | 
characteristics, which includes such factors as: 


Health Courage 

Appearance Initiative 

Intelligence Cooperation 

Poise Courtesy 

Habits Tolerance 

Mannerism Patience 

Ambition Self-control 

Energy 

Alertness 

Integrity : and innumerable cther personal 
Reliability traits and qualities. 


If one will back up a well-rounded-out Technical knowledge and 
skill with an equal proficiency in Communications, Human Relations 
and Personality,he will find himself in possession of an unbeatable 
combination; one that can take him far along the road to his desired 
objective. 

“T have seen men with fine minds who have failed to 
make their plans effective because they lacked understand- 
ing of how to work with people. In our business, I should 

say that this psychological ability and personality mean 75 

percent of the necessary equipment. The ability to get 

people to work together is of the greatest importance.”— 


Aurrep P. SLoan, Jr., | 
Chairman of General Motors Corporation 


There may be a question in your mind as to what these four 
branches of knowledge should comprehend. 


TECHNICAL KNOWLEDGE 


Since Technical knowledge is the foundation of a “practical” 
education, it is essential that this factor be made as strong and com- 
plete as possible. Technical knowledge cannot be mastered in “ten- 
short-lessons,” it is a life-time job. Continuous study and research are 
necessary to keep pace with a progressive and competitive society. 


In setting up a training program, Technical knowledge should be | 
considered under two general headings. In the first group should 
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be listed those subjects of primary importance to one’s vocation. In 
the second group should be listed those subjects of secondary impor- 
tance, but necessary or desirable to support the major technical sub- 
jects. 


To better illustrate what I have in mind, let us assume that we 
are planning a training program for the Internal Audit Staff. Our 
program then might be outlined as follows: 


Primary SUBJECTS 
Auditing 
SECONDARY SUBJECTS 


General Accounting 

Cost Accounting 

Business Law 

Business Organization & Management 


The subjects listed under the primary heading should be restricted 
to those essential to developing one’s knowledge and skill in his regular 
assigned duties; it is these subjects that you must emphasize, and on 
which you must concentrate your training effort. They must of 
necessity have right-of-way. 

The subjects to be set up under the secondary heading are not 
necessarily definite or limited. This group should include, in priority 
order, those subjects determined to be necessary or desirable to round- 
out or support the major technical subjects. 


From the individual’s viewpoint, he should not be satisfied short 
of a complete mastery of the technical knowledge relating to his field 
of work. So long as he is satisfied with average skill he will have to 
be content with average pay; and his opportunities for advancement 
are correspondingly limited. Only by raising himself above the level 
of competition can he reasonably hope to receive better than average 
recognition. One who lacks vision must submit to supervision. 


COMMUNICATIONS 


As previously explained, communication comprehends talking, 
writing and other forms of transmitting ideas. Stress should be laid 
on the importance of good composition and the art of talking. Correct- 
ness, clarity, conciseness, courtesy and character should be strongly 
emphasized. 
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The field of communication is broad and far-reaching and involves 
training in many phases, such as a review in the fundamentals of 
grammar (most people can stand this review) vocabulary building, 
word study (and there is power in words), a study of the pitfalls of 
grammar, precise writing, report writing, business correspondence, 
interviewing, conference speaking, et cetera. Communication is a 
subject in which few people excel. 


In creating a staff training program, Communications should be 
treated in a manner similar to that suggested for technical knowledge, 
and the subjects to be covered grouped under the general headings— 
Primary and Secondary. The following is suggestive: 

PRIMARY 
Report Writing 
Conference Speaking 
Interviewing 
Business Correspondence 
Effective Communication 


SECONDARY 


Refresher Grammar 
Word Study 
Vocabulary Building 
Pitfalls of Grammar 
Et cetera 


Time does not permit a discussion of the great many phases of 
communication. I will therefore take a few items to illustrate their 
importance and to indicate some of the points on which training should 
be concentrated. 


Report writing is one of my major problems; and yet I doubt 
that my problem is materially different from that of many others 
whose work requires the rendering of reports. 


Few people fully appreciate the advice given by Quintilian, that 
old Roman rhetorician, back in 75 A. D. He recognized one of the 
great weaknesses of report writers when he said: 


“The writer should so write that the reader not only may 
but must understand.” 
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Professor Hotchkiss aptly summed up the requirements for report 
writing when he gave us the five C’s: 


Correctness 
Clarity 
Conciseness 
Courtesy 
Character 


ell alt aaa nad De 


I know report writers who can give you more information in one 
paragraph than others could in two or three pages; and the information 
would be far more enlightening and effective. 


Conference Speaking, Interviewing and Business Correspondence 
are equally important mediums of communications and subject to the 
same general principles applicable to report writing, i. e., Correctness, 
Clarity, Conciseness, Courtesy and Character. 


Talking is as much an art as writing; yet very few people have 
recognized its importance sufficiently to make a study of it; and there 
are several excellent books on this subject. 


Effective communication, whether written or oral, requires a 
good knowledge of grammer and a substantial vocabulary. There are 
few people that have seen the inside of a grammar since they left 
school; and these same people have done very little to expand their 
functional vocabulary. Most people have a fairly large recognition 
vocabulary, but this is of little value in communications; it is the func- 
tional vocabulary, the one you use in talking and writing, that is im- 
portant. 


“The study of words is not merely something that has to 
do with literature. Words are tools of thought. You cannot 
even think at all without them. Try it... . . Without words 
you could make no decisions and form no judgments what- 
soever. A pianist may have the most beautiful tunes in his 
head, but if he had only five keys on his piano he would nev- 
er get more than a fraction of these tunes out. Your words 
are the keys for your thoughts. . . . .The extent of your vo- 
cabulary indicates the degree of your intelligence.” 


(Quoted from 30 Days to a More Powerful Vocabulary.” by 
Funk € Lewis). 
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In addition to a substantial functional vocabulary, one should 
acquire a wide range of synonyms, that a proper and effective shading 
of communications may be accomplished. Words have varying de- 
grees of power. The effectiveness of your communication depends 
upon using words of the right power. 


A short intensive review course in grammar, coupled with a word 
study program, will produce surprising results. This is something 
that one can do by home study. 


The scope and time to be allocated to the subject of Communi- 
cations will depend upon the needs of each particular staff and the 
facilities available. 


HUMAN RELATIONS 


Today the entire world is engaged in the greatest conflict that 
history has ever known. The daily report of strikes remind us of 
the conflict going on between labor and capital. The courts are con- 
tinually grinding out settlements of charges and counter-charges. 
Company files contain sheafs of correspondence ironing out misunder- 
standings. Hardly a day passes without misunderstandings between 
departments; between employes; between you and the butcher, the 
baker, and the candlestick maker. 


These are only a few of the numerous instances that might be 
mentioned as examples of misunderstandings, and the great need for 
improved human relations. There has never been a time in the his- 
tory of the world when it was more important for a man to know how 
to get along with people. 


Most large corporations maintain a Public Relations Department, 
and there is an increasing trend in this direction. Even nations have 
their Goodwill Ambassadors; and cities have their Chambers of Com- 
merce. 


These activities are a form of Human Relations; and they are 
considered so important that thousands of dollars are expended each 
year to maintain them. 


If human relations is that important, is it not logical to suppose 
that you and I, and the line under our supervision, can profit by an 
increased knowledge of Human Relations and the practice thereof? 
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Certainly! But very few people recognize its importance as a per- 
sonal agency. 


From the time we,open our eyes in the morning until we close 
them at night we are dealing with people. Whether we realize it of 
not, our success and advancement is largely dependent upon how skill- 
fully we practice the art of Human Relations. No matter how bril- 
liant we may be, if people will not listen to us, or do not believe what 
we say, we will not go very far in life. 


Men trained in Human Relations will work together as a team 
and not as individuals; they will make external contacts with greater 
credit to the company; administrative problems will ,be reduced; and 
the men will possess that essential quality so vitally necessary to their 
advancement. 


PERSONALITY 


Personality has been defined as the totality of one’s characteris- 
tics. As I have already indicated, “Personality” comprehends far 
more than mere physical appearance. It is YOU, as distinguished 
from other people. 


Personality might by analogy be called your power plant, com- 
posed of innumerable independent dynamos. All running normally 
and properly coordinated, you get a maximum power output. Should 
some of them short-circuit or be caused to run in reverse motion, your 
overall output is reduced; the negative dynamos tend to nullify the 
productivity of the positive dynamos. 


Every personality quality that you possess is functioning, and 
turning out positive or negative power. 


We as accountants know that if we wish to determine the worth 
of a business, the first step is to take an inventory and list all the assets; 
second, we search out all the known liabilities of the company, and 
(after crossing our fingers) we schedule the items and total. 


From the total assets we subtract the total liabilities to obtain the 
company’s net worth. 


Your Personality Net Worth is determined in much the same 
way; you first list all of your “positive” qualities and from the total 
you subtract your “negative” qualities. 
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It is human nature to remember with greater clarity and length 
of time a person’s errors or deficiencies than his accomplishments. 


In calculating your “Personality” Net Worth remember that 
one “negative” quality may outweigh ten “positive” qualities. 


I have known skillful men who have struggled along for years 
wondering why they were not making any appreciable advancement. 
They could find no answer except that the other fellow had all the 
“pull;” or some similar reason. But that was not the answer. The 
real reason was that there was some little thing in their make-up that 
was holding them back. 


“The Bureau of Vocational Guidance of Harvard University 
studied 4,375 men who had failed and lost their positions. 
Almost one-third of the failures were due to lack of techni- 
cal knowledge, while almost two-thirds were due to fourteen 
destructive personality qualities. 


Discharges due to: 


Lack of technical knowledge 1,496—34.2% 
Lack of Personality development 
and adjustment 2,879—65.8% 


(Quoted from “Personality in Action” —by Knox) 


This is by no means an isolated case; it is the rule rather than the 
exception. Recall a few instances from your own experience and you 
will find that the majority of cases in which employes were released 
was on account of some personality weakness rather than lack of tech- 
nical knowledge. 


Personality training may seem like a delicate and difficult subject 
to handle. However, a program properly laid out and tactfully ad- 
ministered is comparatively simple. 


In many cases, it will be sufficient merely to make Personality 
text material available to the staff and point out its importance; the 
men will soon catch on and pursue it of their own volition. Of course, 
a good instructor and counselor can speed up the progress and effec- 
tiveness of the program. 
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WAYS AND MEANS FOR STAFF TRAINING 


You may be thinking that Staff Training is a good idea, but how 
can such a program be put into operation without setting up an educa- 
tional institution or a department of education. 


Of course, we must keep our feet on the ground and be practical. 
We must recognize that our company is not in the educational busines 
and may not feel like getting into an expensive welfare or service 
activity. 


The program I have suggested is sufficiently flexible to be adopted 
to most any condition that may prevail. 


I will not attempt to outline in detail just how you should set up 
a program, but will point out a few of the many ways that you could 
provide those plans suited to your particular case. 


STAFF LIBRARY 


The first step—perhaps the simplest to get started—is to provide 
a small staff library composed of a few well selected books covering 
each of the four important fields of practical knowledge: 
1. Technical 
2. Communications 
4. Human Relations 
4. Personality 


These books should be made available to the staff on a “lending 
or circulating” library basis. As the need or demand warrants, ad- 
ditional books can be added. 


STAFF CONFERENCES 


Another plan to supplement the library idea is staff conferences 
or round-table meetings. Weekly meetings of an hour, or monthly 
meetings of two hours, work very satisfactorily. Prepared text mater- 
ial can be presented and discussed; this period also provides a good 
clearing house for ideas and a medium for disposing of employe prob- 
lems. 


For a traveling staff, quarterly meetings of a day each, or semi- 
annual or annual meetings of two or three days each, would have to 
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be substituted. These would have to be more in the nature of con- 
ferences than round-table or class meetings. 


STAFF LETTERS 


To supplement staff conferences or round-table meetings, or to 
take their place when meetings ar not practicable, staff letters, educa- 
tional bulletins, or memoranda may be issued weekly, monthly, or at 
suitable periodic intervals, containing instructions and text material. 


THESES AND QUESTIONNAIRES 


Another plan that often can be used to good advantage to en- 
courage men to learn more about their work and to test their progress 
is to assign each one a topic relating to some phase of his work and ask 
that he prepare a short paper or thesis. This will encourage research- 
ing and study on the part of the men and will develop their ability 
to think and express themselves. Frequently good ideas will be ob- 
tained for improving the department's routine. This plan may be 
varied by the use of a questionnaire containing pertinent questions 
relating to the department’s work. Well thought-out questions re- 
quiring some research will prove helpful and stimulate thinking. 


CORRESPONDENCE AND NIGHT SCHOOL COURSES 


In some cases where extensive training is necessary or desirable, 
arrangements may be made for staff men to take up evening or cor- 
respondence courses, for which they will be reimbursed the cost or a 
part thereof upon satisfactory completion of the work. 


With a little ingenuity, many other plans or combination of plans 
can be worked out that will prove very satisfactory. The program can 
be approached conservatively or on a more elaborate scale and pat- 
terned to fit any particular case. 


Confidently, I might say there is a short-cut to this training pro- 
gram if you can make it work; it is very simple and eliminates all the 
detail and hard work incidental to carrying out a program such as I 
have outlined for you. 
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What is it? Well! All you have to do is to get your men to 
THINK. For if they think—and I mean really think—they will 
do all I have suggested of their own accord, and they will not need 
any pilot. 


But, unfortunately, very few people think; that is, very few do 
more than routine thinking. 


There are three levels of thinking: 


(a) Routine Thinking 
(b) Analytical or Imaginative Thinking 
(c) Creative Thinking. 


A great many people do little more than routine thinking; those 
who train themselves as imaginative, analytical and creative thinkers 
are the ones that go places. 


Henry Ford once said that “Thinking is the hardest work there is, 
which is the probable reason why so few engage in it.” 


If there is any one thing to concentrate on in a training program, 
it is the development of real thinking; broad, analytical, creative 
thinking. 


When you have attained this objective, all other problems, gener-- 
ally speaking, will take care of themselves. 


To summarize: Staff Training is a specialized program designed 
to develop a “quality” staff with a high level of ability; one not only 
skilled in Technical knowledge, but equally trained in the art of Com- 
munications, Human Relations and Personality. 


It is a program that can be handled by any alert and aggressive 
department head and is adaptable to any type of staff; it can be 
operated on a simple, conservative basis, or on a more elaborate scale. 


It will pay dividends to all concerned; the company, the employe 
and the department head. 


In closing, I recommend it to your serious consideration, and, if I 
can be of any assitance to you, it will be a pleasure to do so. 
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PREPARATION AND MAINTENANCE 


OF PROCEDURE MANUALS* 


By DAVID W. MORGAN 


HAVE been asked to present a case history on the preparation of 
pre} 
procedure manuals; in other words, how one company has approach- 
ed the problem. I hope that my remarks may be helpful to some of you; 
I : I } 
on the other hand, I hope to take back some ideas that may help us in 
some of our unsolved problems. 


In the beginning I wish to say that I believe a manual of pro- 
cedures is a very important, if not indispensable, tool of management 
in its control of operational routines. Our manual embraces, or will 
embrace, all clerical functions of our business. It will include Ac- 
counting, Purchasing, Production, Sales, Credit, in fact, all departments 
which, in the normal course of operations, have to do with clerical 
functions of any kind. It is strictly an operational manual and not a 
manual of audit procedures prepared for the exclusive use of the Aud- 
iting Department. 


You may ask, “Why should the Auditing Department be con- 
cerned with such matters,” or you might take the even strongest posi- 
tion that the Auditing Department definitely should not prescribe pro- 
cedures that it may later be called upon to check or appraise. Much 
has been said on this point and I am inclined to agree that the responsi- 
bility for the establishment of procedures rests on the shoulders of the 
operating supervision. Perhaps as we go on here we can develop a 
solution and show what the internal auditor’s place might be in the 
preparation and maintenance of procedure manuals, keeping in mind 
this limitation on his responsibility. 


Perhaps a brief discussion of our company, its history, growth 
and present status in the industry will be helpful to better understand- 
ing of our problems. 


R. G. LeTourneau, Inc. was organized approximately fifteen years 
ago. As compared with most of the companies represented here, we 
are just barely out of our three cornered pants. We are a young com- 


*A paper presented before the Chicago Chapter, Tue Instirutre or INTERNAL AU 
pitors, March 20, 1945. 
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pany; we originated through some ideas in the mind of our founder, 
Mr. LeTourneau. These ideas were considered as crack-pot by those 
who, at that time, were considered leaders of the heavy earthmoving 
equipment industry. We have revolutionized the industry by intro- 
ducing equipment and methods that have cut the cost of earthmoving 
in half during the period of our history. From sales of approximately 
$200,000 in 1932 to $2,000,000 in 1935, $10,000,000 in 1940, (all be- 
fore the war) and over $40,000,000 for the year just passed, we have 
grown and prospered. At present our equipment is playing a promi- 
nent part in every theatre of war, building and maintaining landing 
ramps, airstrips and supply roads that make possible the rapid advance 
of our armed forces. We are now acknowledged leaders in the heavy 
earthmoving equipment industry with world-wide distribution. We 
have three manufacturing plants in the States and an Australian sub- 
sidiary. We are planning full peacetime operations at our present 
level of production. We feel that we are, at present, large enough to 
have most of the problems of large companies and young enough to 
attack those problems with energy much in the same manner as we 
have tackled the dirtmoving problems—constantly seeking new and 
better ways to get the job done. 


In 1932 we operated as any other small business might operate 
with an accounting system and other routines adapted to an annual 
sales volume of $200,000. In the following years the tremendous 
growth brought rapid changes in procedures and methods. It was al- 
most impossible for office management to keep stride with the ever in- 
creasing pace set by production and sales, but our procedures grew 
with the company. Precedents were established rather than followed. 
Originally matters pertaining to policy and procedures were conveyed 
by word of mouth. Later, in addition to oral instructions, standard 
practice bulletins or circular letters prepared by supervisors and de- 
partment heads were used to acquaint employees with changes in 
methods or practices. Several department heads attempted to codify 
their procedures in departmental manuals, written, in most part, by 
individuals actually doing the work. While all these stop gaps helped 
materially, there was much to be desired. It is obvious that complete 
control of procedures was not in management but in the hands of in- 
dividual supervisors, in many cases with utter disregard for other de- 
partments. Management could not maintain proper contact with, nor 
control over, the duties of the various employees and departments. 
Coordination was lacking. It was extremely difficult to determine 
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that proper forms of internal check were incorporated in the functions 
performed. It was possible under this arrangement for each depart- 
ment to become a law unto itself, setting its own rules and policies to 
the detriment of the company as a whole. In analyzing the over-all 
picture it was evident that too much dependence was placed upon the 
judgment of individual supervisors, both as regards the work to be per- 
formed and the manner in which it should be done. The hidden costs 
of such operations cannot, of course, be evaluated. However, ineffici- 
encies and duplications of work and extra time required by outside 
auditors actually cost the company dollars and cents. 


It was finally decided that a survey should be made to determine 
the steps necessary to correct a recognized weakness. In our company 
the responsibility for systems and procedures rests with the Controller, 
to whom the General Auditor reports. The Controller felt that the 
establishment of a procedure manual was vitally necessary. It was 
decided that a manual should be prepared immediately, and its prepa- 
ration was delegated to the Auditing Department. An investigation 
was made to determine just how to go about writing a procedure man- 
ual, but to our surprise very little information on the subject was avail- 
able. The assistance we did receive was not adaptable to our problems, 
consequently we had to make our own rules as we went along. It was 
agreed that the Auditing Department was not to assume the responsi- 
bility of originating procedures. The task was to set down on paper 
the procedures actually in use as developed by the various depart- 
mental supervisors. We were to prepare a book of rules based on pre- 
sent practices. The responsibility for the development of methods re- 
mains with the operating supervision. In the course of this work the 
Auditing Department many times makes suggestions toward improve- 
ment, but actual revisions are developed by the operating personnel. 


It was decided that the procedures once written and approved 
were thereafter to be considered standard until revised by the authority 
of the Controller. No deviations are permitted since the written pro- 
cedure is considered to be the best known method at the time, set forth 
completely and concisely in writing. If a better method is found it is 
incorporated in the manual as a revision. 


Our procedures are written along functional lines. They are not 
job instructions. The manual sets forth fundamental information pert- 
inent to the duties and functions of each department. It is to be used 
by departmental supervisors and employees as a guide to their opera- 
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tions or methods of performing assigned functions within a department 
and as a means by which activities are coordinated. It is also used by 
management to control the operations of all departments. 


The manual is sub-divided by departments. Each department 
is sub-divided by functions. A number is assigned to each procedure 
indicating both the department and function. 


Due to the size of the master manual very few complete copies are 
issued. Each individual in the organization is given a manual which 
contains only those procedures which affect his work or responsibility. 
Each department head has, of course, all procedures of his department 
and, in addition, he has the procedures of other departments which 
directly affect hig department. Each clerk has the procedure covering 
functions upon which he performs work and, in addition any other 
procedure which may affect his work. For example, a procedure writ- 
ten to cover the function of accounting for labor would be in the man- 
uals held by the Cost, Tabulating, General Accounting and Payroll 
Departments—and each clerk in each of these departments whose 
work touches upon the functions of labor accounting would also have a 
copy. A master file of each manual which has been issued is main- 
tained in the Auditing Department. 


Before writing the procedure of a given department, the procedure 
writer discusses the various functions with the head of that department 
and determines the organization of that department’s section of the 
procedure manual. At this time the writer familiarizes himself with 
the department and determines how best to cover the subject matter 
coherently and completely. Then detailed information relative to the 
essential details of each function is obtained from various supervisors 
and the persons actually doing the work. From this information a 
draft of the procedure is written, which draft is reviewed by the de- 
partmental supervisor and the General Auditor. Minor changes may 
be recommended by the General Auditor, and if approved by the super- 
visor are made in the practices being followed and a final draft, in- 
cluding such minor revisions is prepared. It is then approved by the 
Controller and becomes a part of the manual. In the event a major 
change is being suggested, the procedure is written in accordance with 
present practices and the suggestions are studied for future incorpora- 
tion in the manual as revisions. After approval the procedure be- 
comes standard practice and no deviation may be made without the 
authorization of the Controller, in which case a revised procedure 
would be prepared. 
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The pages of our manuals are duplicated by the Ditto process on 
special forms headed “Standard Procedures” and the name of our Com 
pany. The first page of each procedure also shows the subject, depart- 
ment, procedure number and date of original issuance of the procedure. 
In the lower margin of each page is shown the revision date at the left, 
page number in the center and the procedure number to the right. 
The revision date would show the same as the original issue date until 
after first revision. Thus we have all the required information shown 
on the manual sheets, and, at the same time, presenting a pleasing 
appearance. 


Exhibits and forms are included as part of the manual. In most 
cases the actual forms in use are folded, if necessary, and pasted on 
index sheets rather than using a reproduction. All exhibits are kept in 
a separate section of the manual instead of being inter-leaved with the 
text material. There are two reasons for this; one is to cut down the 
bulk of the text material and the other is to avoid the necessity of re- 
peating certain forms which may be referred to in more than one pro- 


cedure. 


In the Auditing Department we maintain a file which is an exact 
duplicate of the master procedure manual—one file folder for each 
page and each exhibit in the complete manual. Several extra copies of 
each page and each exhibit, together with the ditto masters, are in this 
file. This makes it an easy task to prepare any complete or partial 
manual at any time on a moment's notice. A clerk is charged with the 
responsibility of keeping a certain quantity of extra pages and exhibits 
in this file at all times. A separate file is maintained of all deleted or 
revised procedures so that we are able to determine what was the stand- 


ard procedure on any given date. 


The manual itself is a three ring leather binder in 1, 14% and 2 
inch ring sizes. We have found that a two inch binder is about as 
large as can be conveniently handled. Therefore, several volumes may 
be required in certain instances. For those clerks who have use for 
but one or two procedures an Accopress binder is used rather than the 
ring binder. Each manual, regardless of its form, is numbered and 
controlled by a card record. 


We do not yet have complete coverage in our procedure manual, 
but we feel we have accomplished a great deal thru the work done. 
The very fact that a procedure has been reduced to writing brings out 
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need for improvement which otherwise might not have been noticed. 
Supervisors are quick to see weaknesses in the practices they have been 
following. Consequently, we have found that almost as soon as a pro- 
cedure is written there are requests for revisions. An integral part of 
our job then is in the revision of written procedures. Revisions are 
made following the same methods used in writing the original pro- 
cedure. That is, first an investigation is made and then proposed 
changes are outlined, written in rough and final draft and incorporated 
in the manual. 


Perhaps the one problem which causes the most trouble in any 
procedure manual program is maintenance of such manuals. I venture 
to say that ninety per cent of you who have had experience with man- 
uals will agree with me on this point. How often have we heard it 
said, “If we only could keep our manuals up to date.” This problem 
is especially acute in our company due to the many rapid changes 
brought about by the nature of our growth, and during the war period 
we, like many other companies, have experienced an increase in the 
rate of procedure changes. 


It seems to me that there are two factors to be considered. First, 
are all changes in methods immediately reduced to writing, and second, 
are these changes promptly and accurately inserted in the proper place 
in all the manuals. 


Taking up the first point, our manual is prefaced with a statement 
signed by the Controller which includes the following paragraph: 


“It is apparent that the standard procedure manual must be 
kept up to date. If a change in procedure is desired, the 
Auditing Department should be requested immediately to re- 
vise the written procedure. If the change is of consequence 
in the opinon of the General Auditor, or of the person re- 
questing the change, the new procedure should be discussed 
with the Controller before it is adopted. Under no circum- 
stances is a procedure or practice to be followed that is not in 
agreement with the written procedures, unless specifically 
approved by the Controller.” 


These instructions are followed by a majority of those who in- 
stitute changes in procedures, but habit is strong in a number of cases 
and some supervisors are not yet accustomed to this restriction on 
what once was their prerogative. Consequently, we will occassionally 
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find cases where procedures, as written, are not being followed, and in 
such cases we try to obtain the facts necessary and revise the manual. 
The Controller is notified of all such cases, for the purpose of caution- 
ing the offending supervisor and perhaps reselling the whole program 
to him. Our internal audit program periodically tests compliance, as 
a further check on the current condition of the manuals. 


The second problem, that of insuring that the issued manuals are 
promptly and accurately maintained for maximum usefulness, is quite 
troublesome. There has always been the problem of Joe Blow out in 
the Shipping Department religiously following his manual in respect 
to a particular rule which was superseded six months ago. Before 
mailing any piece of revision material we attach a slip which says, 
“Please remove materials indicated below, attach it to this sheet and 
return to Auditing Department, Peoria, Illinois.” A follow-up is main- 
tained after each revision to insure that all such slips are returned 
with the proper material attached. This not only insures the receipt 
of the new material by the proper persons, but also proves that the 
superceded material is no longer in his hands and gives a good indica- 
tion that the new material is inserted in its proper place in the manual. 


I believe I mentioned above that the Auditing Department main- 
tains a card record to control the issuance of the manuals. I might 
discuss these records somewhat in detail. 


We have three sections of this card file. In the first is a card 
which bears the following information; name of recipient, manual 
number (each manual being serially numbered), department, position, 
date issued and a listing of all procedures included in the manual. 
These cards are filed by manual number. They are originally signed 
by the recipient as a receipt for the manual and, at the same time, this 
impresses him with its importance. It gives us the information we 
need to know about the: individual and the contents of the manual 
issued to him. 


Our second card is a procedure card. It is headed by the pro- 
cedure number and subject, number of pages and issue date. Listed 
on this card is the date of each revision, addition or deletion and a 
brief designation (usually by page number) of the change. This 
card also lists each manual number in which this particular procedure 
is included. Thus, when a procedure is revised we know immediately 
how many copies of the revision will be required and to whom they 
should be sent. 
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A third card, similar to the procedure card, is maintained for each 
exhibit number which shows at all times the manuals and procedures 
in which a particular exhibit is included. 


As a result of our efforts to date we have identified a number of 
benefits that are traceable to the procedure manual. 


1. Insures work being done repeatedly in the uniform man- 
ner. 


to 


Obviates need for making decisions in frequent recurring 
matters. 
3. Assists in rapid training of new or upgraded employees, 
particularly at the supervisory level. 
Increases efficiency thru the use of best known practices. 
5. Stimulates ideas for performing work in a better way. 
6. Furnishes a tool check on carelessness, inefficiency and in- 
difference. 


This sums up the experience of one company. I have given it to 
you for what it may be worth. 


; 


{ 
MANAGEMENT CONTROL 


THROUGH THE MEDIUM OF REPORTS* 


By BRADFORD CADMUS 


HE continuing increase in the magnitude of corporate operations 

is due partially to natural expansion of the markets of the country 
and the dollar volume of business, and partially to diversification of 
established businesses through acquisitions which supplement existing 
operations. The result of such acquisitions is usually to broaden the 
territory in which a business operates or to increase the range of pro- 
ducts which are handled through an existing organization. With this 
constant growth in size and scope of business operations, it becomes 
increasingly difficult for management to supervise personally the oper- 


* « 


A paper presented before the Greenwich Chapter of the National Association 
of Cost Accountants on March 20, 1945. Reprinted from N.A.C.A. Bulletin 
dated July 1, 1945.” 








Management Control Through the Medium of Reports 51 


ations of the detailed locations which, taken together, constitute the 
business. Consequently, control must be exercised to an increasing 
extent through reports. 


To put it in another way, a small business has minimum need 
for reports. A merchant running his own store can read his cash reg- 
ister, look at the amount of money he has in the bank, and these facts, 
together with his general knowledge of how much he has in stock, and 
the genera! situation of the community give him an indication of the 
state of his business, which is sufficient for his purposes. Should he 
open another store, he will require the manager of the new operation 
to give reports of cash, purchases, and expenses and to keep certain con- 
tinuing record. This is the manner in which a structure of reports 


begins. 


ORGANIZATION SIZE 


The average conception of a large corporation is that of an in- 
finitely complicated structure of innumerable pieces, intricately inter- 
woven. This is not and should not be the case in any well-organized 
business. Look at it from the old parallel of the forest and the trees. 
The big organization may cover more ground, may have the ground 
divided into a number of woodlots, but the trees are just the same and 
the ground is just the same. The structure of a large organization can 
and must be simple; lack of simplicity is a symptom of lack of straight- 
forward thinking on the part of management. 


In considering a large organization, one finds that responsibility 
is divided into various levels of authority. Within each level, the busi- 
ness is organized into sections which work within limits of authority. 
In the sections comprising the lower levels of authority, one finds that 
supervision may usually be effectively exercised through familiarity, 
as these sections in many ways correspond to small individual busi- 
nesses. In order that management in higher levels may control, co- 
ordinate, and compare, it becomes necessary that reports be prepared 
for the use of management. This reliance on reports continues and 
increases. The point may be expressed simply as follows: 


As the scope of an organization increases, management has 
no option but to rely more on reports and less on familiarity 
for control of the business. Consequently, in this situation 
the development of a structure of reports that will present a 
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complete, unbiased picture of the operations of the whole 
business and its component parts is of primary importance. 


The following presentation concerns the principles governing the 
development of a report structure. 


DEFINITION 


In the dictionary one finds that the definition of “report” covers 
considerable scope, with synonyms such as, “account,” “rumor,” and 
“explosion.” While all of us can recall reports that might fall in any 
of these classes, the particular concern is with the structure of reports 
in a corporate organization where these reports constitute one of the 
principal vehicles of management control. 


The use of the word “reports” in business is almost as wide as the 
dictionary definition. One finds sales reports, personal reports, em- 
ployees’ expense reports, ad infinitum. The reports which are covered 
below are the statements prepared from accounting records for the 
purpose of conveying to management in various levels of responsibility 
a summary of operations of each of the components of the business. 


GENERAL PRINCIPLES APPLYING TO REPORTS 


The structure of reports must follow the structure of the business. 
Consequently, reports need be complicated only if the business is or- 
ganized on a complicated basis, and this applies regardless of the size 
of the business. The ideal structure of a system of reports is to have 
each report carry logically from the lowest level of responsibility to a 
similar report on each higher level of responsibility, retaining as far as 
possible the same characteristics throughout the different levels. Per- 
haps an ideal report structure would be one in which the reports fol- 
lowed the same form throughout except that, as the level of responsi- 
bility increased, the numbers on the reports become larger. This, of 
course, is an over-simplification of the problem, but it is a principle 
which should be remembered always and followed to as great an extent 
as possible. 


Fundamentals applying to the organization of reports may be 
summarized as follows: 


1. Reports must follow organization structure. 


2. Reports should show information over which those receiv- 
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ing the reports have a measure of control. 


3. Reports must be prepared from accounting records and 
must tie in with accounting records. 


4. Reports should summarize results so as to provide adequate 
indication of performance and trends without burdensome 
detail. 


REPORTS AS RELATED TO ORGANIZATION STRUCTURE 


Each report should cover a definite section of the business for 
which a particular individual is responsible. While businesses may 
be organized in departments or divisions or areas or regions, funda- 
mentally each section of the organization represents a portion of the 
business over which some individual has been delegated responsibility 
by management. The reports of thi division must therefore reflect 
as accurately as possible the result of that person’s administration of 
his section of business. A common fault in the preparation of reports 
is to have them follow corporate lines or some other comparatively 
artificial separation which is not in conformity with the actual line of 
responsibility. This is particularly true under present-day conditions 
where the impact of taxes and considerations of maximum tax advan- 
tages have often forced the corporate organization to deviate from the 
operational organization of a business. 


Each report should show as far as possible a distinct piece of the 
organization and no other. A report that is too broad in scope gets 
away from the conception of the organization as an accumulation of 
individual responsibilities. Corporate structure may be considered as 
following army lines; thus, a corporal receives orders covering only 
his squad and detailed reports showing only the performances of his 
squad. The sergeant receives orders covering his platoon and reports 
to show the performance of the platoon, and so on to the highest levels 
of the organization. This does not mean that each section of a business 
should be totally concerned with its own efforts and completely igno- 
rant of the rest of the business. Employees should know the general 
results and their own contribution to the progress made. While every 
section should be informed of the general results of the business of 
which it constitutes a part, knowledge of the detailed performance of 
other section can do no good and may often lead to harm through un- 
favorable comparisons based on insufficient information. 
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To put it in another way, a supervisor of a group in an organiza- 
tion should know in detail the performance of his group. He should 
also know the results of the operation of the organization as a whole. 
In this way he can take pride in the fact that he has for his own part 
made a contribution to the over-all result. To go back to the com- 
parison with the army, every soldier in it should know that the ob- 
jective has been attained and the detailed part that he played in its 
attainment. He should not know the detailed part that others played 
as that is a matter solely between those others and their superiors. 


REPORTS BASED ON CONTROLLABILITY 


Figures should be shown on the records of the section of the busi- 
ness that can do something about them. An example occurred in one 
business where an accessory was given to customers in connection with 
the sale of a product. The cost of the accessory had been included in 
the manufacturing cost of the product and, consequently, did not stand 
out as the cost was relatively small in relation to the cost of the prod- 
uct. A change made was to charge the sales operations with the cost of 
the accessory. There was no drive made to cut the expense or to limit 
distribution. However, the mere fact of putting the charge where 
those responsible could see how much was involved resulted in a sav- 
ing of 50 per cent of the expense for the accessory. 


TIE-IN WITH ACCOUNTING RECORDS 


The accounting records of a company are the recognized summary 
of its operations. Reports of these operations consequently should and 
must originate with the accounting records. It is a reasonably sure 
gamble that when reports covering the same operation are prepared 
from different media, they will not be in agreement. When differ- 
ences are found where no difference should be, confidence in the whole 
structure of reports is shaken. 


Preparations of reports from accounting records requires that the 
accounts be organized to provide information in straight-foward and 
logical order. This means that the chart of accounts should be pat- 
terned so that the information necessary for report preparation will be 
developed in the course of the normal accounting procedure. When 
this is done, the preparation of reports is expedited, accuracy is im- 
proved, and analysis and reclassification are eliminated. 
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SUMMARIZATION VS. DETAIL 


Reports should summarize results so as to provide adequate indi- 
cation of performance and trends without burdensome detail. This is 
a matter which requires a considerable measure of judgment on the 
part of those responsible for the development of reports. The ideal 
report will show as few figures as can be used to present an adequate 
picture of the operations which it covers. The difficulty here, of course, 
is that in the process of summarization, offsetting items may result to 
give a picture that is not truly representative. For example, if a busi- 
ness loses five customers buying $10,000 a year each and gains ten 
customers buying $1,000 a year each, a report of the number of cus- 
tomers would indicate progress while the profit and loss statement 
would indicate the contrary. This is where analysis, judgment, and 
knowledge of the business are essential. 


Appraisal of the business to determine the important factors that 
will provide control from the standpoint of current operations and 
general trends is the most difficult problem that one must face in de- 
veloping a structure of reports. It is a problem for which no definite 
solution may be prescribed. The final result is dependent on the gen- 
eral nature of the business, the thinking of the management and those 
who will use the reports. In discussions with administrative personnel, 
one may often learn of certain indicators that have proved valuable as 
gauges of performances. Often such indicators may be emphasized 
in developing the plan of reports. 


As against reports that do not give adequate information, there 
are reports that attempt to give on one sheet of paper (usually a large 
one with many columns) the figures that would be all things to all 
people. The common result of a statement of this sort is that the per- 
son receiving the report looks at one or two figures in the lower right- 
hand corner and completely disregards the detail which has taken so 
much time and effort to prepare. 


Reports must be regarded as guide posts; they point the way but 
they don’t go there; they are indicators. Some years ago, soon after 
it opened, we visited the Rocky River Plant of the Connecticut Light 
and Power Company. It is situated just north of New Milford and 
draws water from Candlewood Lake to make electricity at times of 
peak load. At times when the load is less, it draws electricity from 
other plants of the company and pumps the water of the Housatonic 
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River up into Candlewood Lake. As the man who showed us the plant 
expressed it, it was the only means he had ever seen of storing alternat- 
ing current. The surprising thing was that in a plant of this size there 
were practically no employees to be seen. The impression was that the 
man in charge could sit back in a chair and look at rows of meters 
which told him the condition of each of the various units comprising 
the plant. When a meter indicated attention was required, it was up 
to him to devote himself to the particular unit which the meter showed 
required his care. 


The ideal system of reports should be like the meters in the power 
house, showing clearly the normal and the abnormal. When this is 
done, managemént effort may be concentrated in the places where it 
is required and not expended on operations that are proceeding on a 
satisfactory basis. 


GENERAL CONSIDERATIONS 


In addition to the general principles above described, there are 
many other points that are of importance in developing a structure of 
reports. Reports should mean something; they should meet a definite 
need. A report that tells the employee receiving it something that he 
knew before he got the report is of little value. A good manager is in 
sufficiently close touch with the section of the business for which he is 
responsible to have definite knowledge as to the status of the business. 
This is particularly true in the lower levels of responsibility, where 
the majority of an employee’s time is devoted to work and contact in 
the direct operation of the business. 


For example, a route salesman who is delivering products to a 
baker twice a week does not have to serve that customer many times 
before he is very familiar with him. He is able to tell you how much 
the customer purchases regularly, his prejudices, and often many de- 
tails of his family life. Consequently, there is certainly no need to 
accumulate an elaborate record to show to that salesman the status 
of that customer’s business. Of course, if the customer is an important 
one, then it becomes essential for a manager of the sales department 
in a higher supervisory capacity to watch that customer in relation to 
other customers. It is then that we require reports and continuing 
records to show the status of our business. 


It is a usual experience that there is insufficient allowance made 
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for this factor of familiarity. For example, an employee of a super- 
vising office imagines himself having to serve a route. If he had to do 
this, he would start off without familiarity and, consequently, could 
use to advantage records of products sold to each customer and any 
other data that might be available. Within a short time, however, he 
would depend less and less on records and more on familiarity. The 
danger that must be recognized is that those in higher levels of re- 
sponsibility may impose on those in lower levels of responsibility a 
structure of reports that is based upon theoretical as distinguished from 
practical operation. The way that this can be guarded against is 
through constant study and work by the accounting division with in- 
dividuals in each of the various levels of responsibility. 


Another factor in the design of reports is consideration from the 
standpoint of those who use them rather than from the standpoint of 
the accountant who prepares them. Figures shown should be as few 
as possible, and those that are shown should be significant. 


Confronted with a folder of detailed reports, an executive may 
make an accurate and intelligent appraisal and analysis of figures on 
the first few reports. As he works deeper in the folder, attention be- 
gins to waver until later reports become simply accumulations of num- 
bers, and the features of the business they reveal are lost in the maze 
of figures. Consequently, reports should at all times be studied for 
improvement in the method of presentation to bring out the salient 
factors of the business and to minimize the less important. Reports 
should never be permitted to become static; they must keep pace with 
the changes and the development of the business. 


An important principle in developing a structure of reports is 
that the person whose operations are covered by the report should 
see the report in the same form and preferably as soon or sooner than 
the man to whom he is responsible sees it. One of the easiest ways of 
bringing a reporting system into disrepute is to have a manager of an 
operation confronted by his superior with figures and analyses covering 
his own work that are a complete mystery to him, and that he never 
has seen until they were flashed upon him. This does not mean that 
he should influence the substance or the form of the report. It simply 
means that, either through reports or familiarity, he should have as 
much information about his own operations as his supervisor has. 
When this information is lacking, the inevitable result is that defensive 
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“bootleg” records are built up with resultant extra effort and, usually, 
confusion. 


By this is not meant that special reports or records should be ban- 
ned. Every manager likes to have his “black book” that is in reality 
a reflection of his thinking. When an attempt is made to eliminate or 
change these supplementary records, we are attempting to control the 
thinking of the individual, which, to say the least, is dangerous ground. 
Control of “bootleg” records and “special reports” is best attained 
through gaining the confidence of management so that the records may 
be discussed, any duplication of information pointed out, and a selling 
job accomplished. The greatest impetus will come from the attitude 
of top management. A manager of any operation will take greatest 
interest in those reports which are being used by his superiors to judge 
his operations. The more the reports are used by those in higher levels 
of responsiblilty, the more the same reports will be used in lower levels. 


DESCRIPTION OF SYSTEMS OF REPORTS 


At meetings of various accounting organizations, we very often 
find that the tendency on the part of a speaker is to define broad prin- 
ciples, many of which we knew before we ever attended the meeting, 
and to omit any description of the application of those principles to 
his own problems. Sometimes, however, a statement of principles may 
bring up some new thought or serve to clarify previous inconclusive 
thinking. As a concrete example, a report structure is briefly described 
below. This is used to cover one of the selling operations of Standard 
Brands. This company is in the food business, and the bulk of its 
operations is in food products. The business is divided by the manage- 
ment into a number of responsibilities: 


1. The Fleischmann Division handles sales of products used 
by bakers and other consuming outlets such as hotel and 
restaurants. Principal among the products sold are 
Fleischmann’s Yeast, Frozen Eggs, Malt Syrup, Restaurant 
Coffee and Tea, and Frozen Fruits and Vegetables. 


to 


The Grocery Division handles sales of products which are 
resold to consumers. Principal among these are Fleisch- 
mann’s Yeast, Chase and Sanborn Coffee, Tender Leaf 
Tea, V-8 Cocktail, Blue Bonnet Margarine, and Royal 
Gelatin, and Puddings. 
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3. Other divisions handle specialized products such as liquor, 
barley malt, vinegar, pharmaceutical products, tomato 
products, cheese, and commodities such as green coffee, 
bulk tea, and molasses. 


In describing the structure of reports, only the Fleischmann and 
Grocery Divisions are covered as these present the most complicated 
picture from a report standpoint. These divisions jointly operate the 
route distribution system with trucks working out of 450 sales branches 
which are organized into 21 sales districts. A branch consists of from 1 
to 20 or more routes. Accounting is handled in sales accounting offices 
located throughout the country. 


The route salesmen take out the products, sell, and deliver them 
to customers directly from the trucks. To the route salesman the 
customer is the unit of operation. Consequently, the salesman carries 
a route sheet on which are shown the customers, the products which he 
buys, and the sales which are made to him. 


To the branch, the route is the unit of operation. In the branch, 
a record is maintained of products sold by each route but not of prod- 
ucts sold to each customer. In the district, likewise, the branch is the 
unit of operation so that the district maintains records of sales by each 
branch but not of sales by individual routes or to individual customers. 


The only exception is in the case of large customers where, as 
previously maintained, it is desirable to keep a record of quantities to 
watch the trend of the customer’s business so that sales attention may 
be given from higher levels of sales management. The accounts on 
whom these special records are maintained are a very small percentage 
of the total number of customers served. 

Each sales accounting office maintains the accounting records of 
one or more districts covering sales, costs, expenses, and complete 
ledger records, making possible the preparation of a balance sheet and 
profit and loss statement for each district. 

Reports prepared by sales accounting offices show: 

1. Sales and expenses by branches. These are the items for 

which branches are held responsible. 

2. Profit and loss results by district. The items shown are 
those for which the district is held responsible. 
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As far as possible, reporting forms are kept identical in the various 
levels of responsibility. The sales statement of a branch and a dis- 
trict is identical. With few exceptions, allocations and arbitrary dis- 
tributions are omitted from the statements. The effect of this structure 
of reports is that a summary report is prepared for each level of re- 
sponsibility showing only the items to which responsibility applies. 
When the reports indicate a situation which requires analysis or ques- 
tion, the particular problem is followed down through the levels of 
responsibility to its solution. For example, if a certain situation is 
revealed in reports from one location only, then the analysis of the 
situation requires reference back to the manager responsible for the 
location which is being questioned. 


In the Headquarters Office, there is a complete corporate struc- 
ture of reports. The figures on these reports are larger, and it is nec- 
essary to show some items which are not required on reports of in- 
dividual responsibilities, but here again, the general pattern is the 
same. The reports rendered to management and directors cover the 
customary balance sheet and profit and loss statement. Below these 
are individual statements showing the operating results of each major 
responsibility which simply represent the accumulation of reports from 
the different units comprising that responsibility. Following these 
are statements covering certain subdivisions of responsibility. For 
example, there is prepared a consolidated advertising statement to 
show expenditures for advertising in relation to budget, statements of 
departmental expenses, detail of income credits and charges, and other 
items applying to the corporation as a whole. 


CONCLUSION 


If one were to go back over what has been written, he would find 
that the word which has been stressed more than any other is “re- 
sponsibility.” That is and must be the keystone of any reporting 
structure. While reports must be prepared from accounting records, 
accounting considerations must be subordinated to the operating struc- 
ture of the business. A report must cover a logical division; the latter 
is the branch of a business managed by an individual; organizations 
are made up of individuals, and the purpose of reports is to present a 
picture of the performance of these individuals. A structure of reports 
on this plan is a dynamic adjunct of management rather than an ac- 
counting post mortem. 
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REPORT OF INDUSTRIES COMMITTEE 


G. T. BODMAN, Chairman 
TAXES AND MATERIAL AND SUPPLIES INVENTORIES PRACTICES 


HE response to this questionnaire exceeded all previous inquiries 
and denotes an increasing interest in and desire for interchange 
of information on subjects pertinent to internal auditing. 


Today, when all of us are being besieged with “must” question 
naires from governmental, industry, and other sources, it is gratifying 
to receive one hundred ninety-seven voluntary answers, representing 
two hundred eighty-six members, or forty-six and one half per cent of 
our membership. 


Your committee hopes that this information will be of service to 
you as individual members in planning the functions of your depart- 
ment and of definite value to the profession in developing fundamental 
policies and practices. 


The following comments and accompanying “Summaries of Re- 
plies” is submitted with a minimum of editing, as the objective of your 
committee is to give you the opinions of the members and a tabulation 
of their replies rather than the ideas of the Industries Committee. 


Comments—General: 


The term “Others” covers designation of only one in a particular 
industry and where the same designation does not appear in 
other industries. To facilitate summarization, it has been neces 
sary to make some slight changes in terminology. 


Total number of answers will not necessarily check with the 
number of replies received, because in some instances no reply 
was made to a specific question; and in a few cases respondent 
made au affirmative answer to more than one sub-section of the 
question. 


Question 1: In the Food, Beverage, and Related Companies Industry Group 
one member stated that all tax returns, though prepared by the 
Accounting Department, are reviewed by an outside tax special 
ist. One reply stated that in Canada, certificate of public ac 
countants is required in connection with questionnaire submitted 
with income tax returns 


In the Iron, Steel, Copper, Coal and Coke Industry Group, one 
company reported that its Tax Department attorneys and public 
accountants collaborate in the preparation of income tax returns 
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Question 2: 


Question 5: 


Question 6: 
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One company also stated that the sales tax returns are prepared 
by the Accounting Department and pay roll tax returns by the 
Treasury Department. Another comment advised that tax re- 
turns are prepared by the Tax Division of the Accounting De- 
partment in conjunction with the Legal Department and that 
returns are then checked by their public accountants before 
filing. 


In the Machinery and Equipment Industry Group, two mem 
bers reported that, while their income tax returns are prepared 
by the Accounting Department, the returns are verified or re 
viewed by the public accountants 


In the Iron, Steel, Copper, Coal and Coke Industry Group, one 
company reported that no audit of tax returns was made as a 
regular procedure and advised that the Tax Division of its Ac 
counting Department is subject to examination by the Audit 
Division at their election in the same manner as other depart 
ments. Such audits embrace personnel, policies, and senselianes 
and include such tests of records as are believed necessary to 
substantiate the findings of the Audit Division 


Three “No Audit” replies from the Machinery and Equipment 
Manufacturerers Industry Group were qualified to the extent 
that two members had their tax returns audited by their public 
accountants and one by the Controller’s Department 


One member in the Machinery and Equipment Manufacturers 
Industry Group believes that no verification of tax renditions or 
payments is necessary if the public accountants approve the 
returns. Another member of this group states that the verifica- 
tion might prove worth-while only if the returns are prepared 
without the assistance and advice of public accountants and legal 
advisors 


Questions Nos. 6 to 10, inclusive, are not applicable to financial 
institutions, such as the Banks and the Insurance Companies; but 
one of the bank members states that his supplies are subject to 
close internal control. The bills in payment of all purchases, af 
ter proper authorization, are paid by the expense section of the 
Auditing Division. Charges for items delivered, as taken from 
supplies on hand are approved by the receiving departments and 
are subject to price analysis by the Auditing Division. An an 
nual inventory is taken, and the Auditing Division makes copious 
tests as to the amount on hand and the price at which carried 


One member of the Machinery and Equipment Manufacturers 
Industry Group states that observing and criticizing the methods 
of inventorying should be the extent of the Auditing Depart 
ment’s participation 


One negative reply from the Iron, Steel, Copper, Coal, and Coke 
Industry Group indicated that inventory counts are generally 
made over a period of probably a month for different classes; 
and quantities per inventory records, are adjusted at conclusion 
of inventory taking 
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Automotive Banks Foo 
& Allied Tht, 
No. Questions Industries Aviation Com ~ 
1-A Are Income Tax Returns prepared by your— 
Accounting Department 11 + 4g 
Attorneys 1 0 
Public Accountants 3 4 { : 
Tax Department 9 2 g| 2 
Treasury Department 0 1 0 } 
Auditing Department 0 0 ty 
Others 0 0 0 9 
1-B Are Property Tax Returns prepared by your— 
Accounting Department 14 g : 
Attorneys 0 0 9’ 8 
Public Accountants 0 0 g| 2 
Tax Department 8 0 9 0 
Treasury or Finance Department 0 1 g ° 
Auditing Department 0 0 0 
Real Estate 0 0 9 0 
Others 0 0 0 ; 
1-C Are Sales, Pay Roll, and Other Tax Returns prepared 
by— ; 
Accounting Department 15 8 F} oe 
Attorneys 0 0 g| 12 
Public Accountants 0 0 9 0 
Tax Department 8 2 9 0 
Treasury Department 0 1 |) 2 
Auditing Department 0 0 2 : 
Pay Roll Department 0 0 g| 9 
Others 0 0 ; 
2-A To what extent are Income Tax Returns audited by 
the Auditing Department of your company— 
No Audit 7 9 a] 
Audit of Top Figures 8 1 ? 3 
Audit of Underlying Schedules 3 1 
Audit of Correct Application of Laws and Regu- 4 
lations 4 0 
Complete Audit 0 0 ° 
Various Combinations 0 0 0 


2-B To what extent are Property Tax Returns audited by 
the Auditing Department of your company— 


No Audit 7 3 , 
Audit of Top Figures 9 3 C 
Audit of Underlying Schedules 4 3 f 
Audit of Correct Application of Laws and Regu- 
lations 4 2 f 
Complete Audit 0 0 b ¢ 
Various Combinations 0 0 I] 
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SUMMARIES OF REPLIES—INDUSTRIES COMMITTEE SURVE AX 


: Food 
Automotive Banks dow. 
& Allied Trap Ral 
No. Questions Industries Aviation Compahmpa 
2-C To what extent are Sales, Pay Rolls, and Other Tax 
Returns audited by the Auditing Department of your 
company— 
No Audit 6 2 3 
Audit of Top Figures 10 2 2) 2 
Audit of Underlying Schedules 7 3 6 
Audit of Correct Application of Laws and Regu- 
lations + 4 27 
Complete Audit 0 0 1\ 9 
Various Combinations 0 0 0 
3 Does your Auditing Department have on its staff— 
Tax Specialists—Income Tax 5 0 
Property Taxes 2 0 0\ 9 
Other Taxes 1 0 
Generally Qualified Over-all Auditors who have 
current access to tax laws, etc. 
Income Tax 12 9 9 
Property Taxes 12 8 6) 44 
Other Taxes 12 9 8) 43 
Auditors without Detailed Tax Knowledge 
Income Tax 8 2 . 
Property Taxes 7 3 2 6 
Other Taxes 8 2 1) 3 
4 Are Payments checked by the Auditing Department 
against assessment notices or returns— 
Income Taxes Yes 12 8 12 
No 8 3 4 
Property Taxes Yes 12 10 9) 13 
No 8 1 1; 3 
Other Taxes Yes 12 10 $ 43 
No 8 1 l 3 
5 To what extent should the Auditing Department be 
charged with the responsibility for tax matters other 
than to see that the payments agree with assess- 
ment— 
Income Tax —Full 3 1 4 
Limited 5 9 
None 8 1 
Property Taxes —Full 3 2 
Limited 10 7 
None 3 2 
Other Taxes —Full 1 5 
Limited 12 6 
4 0 
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SUMMARIES OF REPLIES—INDUSTRIES COMMITTEE SURVEYAXES 


A ; Food, 
utomotive Banks grerage. 
& Allied Trus Related 
No. Questions Industries Aviation Compagmpanies 
6 Indicate the responsibility of the Auditing Depart- 
ment for Materials and Supplies Inventory— 
(a) Issues General Instructions 9 1 9 3 
(b) General Supervision Only | 13 4 4/13 
(c) Direct Supervision of Entire Inventory at 
Each Storeroom 3 2 0} 2 
(d) Varying Degrees of Responsibility 0 0 0| 0 
7 If the responsibility is limited to general supervision 
only, who has the responsibility for the direct super- 
vision at the storeroom— 
Stores or Materials Department 13 2 0/2 
Factory Accounting 7 0 0) 0 
Plant or Branch Manager 0 0 0| 4 
Superintendent 0 0 0/ 2 
Accounting Supervisor 0 0 0 0 
Production Department 2 0 0| 1 
Cost Department 2 2 0,0 
Others 1 0 5\1 
8 Are cycle counts made of all or certain items be- 
tween regular inventory dates— 
Yes 16 10 0 10 
No 5 1 0 6 
If “Yes” who supervises these counts— 
Stores or Materials Department 3 2 0) 3 
Auditing Department 0 4 0 5 
Auditing and Stores Departments 9 0 0 0 
Accounting and Cost Departments 4+ 2 0 2 
Others 0 0 0, 0 
9 Also if the answer to question 8 is “Yes” are ad- 
justments of the storeroom and the General Account- 
ing records made on the basis of discrepancies dis- 
closed by the cycle counts— 
Yes 10 10 0 | 10 
No 6 1 0\ 0 
10 If you have storerooms in more than one city do you 
inventory all storerooms on the 
(a) Same date, or 10 5 0| 6 
(b) is the inventory for each city or district made 
on a different date 10 3 0 9 
Number of Replies Received 24 11 10 | 16 


Number of Members Represented by these Replies 24 31 10 | 23 
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THOMAS FRANK McCLUSKEY 
The Borden Company 


HARRY C. MOORE 
H. J. Heintz and Company 
(New Business Affiliation) 


R. W. MORT 
Sears, Roebuck and Company 
(New Business Affiliation) 


EDWARD F. MYERS 


Inland Steel Container Company 


BERNARD H. NIEHAUS, SR. 
The Factory Stores of Cleveland 
and Associated Companies 


J. D. PATTON 
Underwood Elliott Fisher, Limited 
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THEODORE R. PEARY 
Pacific Mills 


EUGENE J. PIPPEN 
Wall, Cassel & Groneweg 
EUGENE WALTER POORVIN 
American Home Products Corporation 
PHILIP R. PRINCE 
Fisher Memphis Aircraft Division— 
General Motors Corporation 


E. H. RADLOFF 


Wometco Circuit 


HAROLD WILLIAM RAMSDELL 
Sheffield Farms Company, Incorporated 


PATRICK C. REA 
Boston Elevated Railway Company 


JAMES K. REDDEN 


Douglas Aircraft Company, Incorporated 


R. J. RINEHART 
Dow Magnesium Corporation 


ERICH B. RING 
Allis-Chalmers Manufacturing Company 


AUSTIN J. ROHRMAN 
The M. W. Kellogg Company 


FRED A. RUTHERFORD 
Canadian Pacific Railway Company 


ALVIN H. St. CLAIR 
Westinghouse Electric Corporation 
A. SANDBERG 
Oldsmobile Division— 
General Motors Corporation 


CHARLES J. SATURNIA 


The Celotex Corporation 


JOHN F. SENGSTACK 
Scovell, Wellington and Company 


ALAN ARTHUR SHARP 
Distillers Corporation- 
Seagram’s, Limited 


E. C. SHULL 
National Bronze & Aluminum Company 
(New Business Affiliation) 


GERALD A. D. SMITH 
F. A. Peavey & Company 
(Miss) LINDA STANFORD 


Endicott Johnson Corporation 


J. T. STUART 


Scaife Company 
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CLINTON A. SULLIVAN 
Liberty Mutual Insurance Company 


R. A. TAYLOR 
Sun Life Assurance Company 
of Canada 


FRED L. TOUSEY 


Republic Aviation Corporation 


WILLIAM F. WAGNER 


Ward Leonard Electric Company 














The Permanent 
SUCCESSOR 
to RUBBER BANDS 


GRIPTITE BANDS 


GRIPTITE BANDS , = 
are easily applied— \ <\ If Y 
quickly removed — Ss _—f 

con be used over and 


over again to hold 





papers, deeds, mort- 
goges, cancelled vouchers 


ond checks. GRIPTITE 


Write for 
Circulars 
BANDS can be had in 14 and 

lengths from 6” to 54”. 


Rochester Wire-O Binding, Inc. 


Rochester 4, N. Y. 


Samples 


Dept. “I”, 108 Mill St. 
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WILLIAM J. A. WATT 
General Baking Company 


BRYAN J. WEBER 
The Kroger Grocery and Baking Co. 


ALBERT F. WERMUTH 


Prudential Life Insurance Company 


RODNEY A. WHITE 
Lockheed Aircraft Corporation 


HARRY A. WINNING 
Lockheed Aircraft Corporation 


“THE INTERNAL AUDITOR” 

The Publication Office of The 
Internal Auditor at 39 Atlan- 
tic Street, Stamford, Connecticut 
has on hand: a limited supply of 
the first four issues. Those mem- 
bers who may wish one or more of 
these back issues in order to com- 
plete the set for their library may 
obtain them at the price of $1.00 


per issue. 











EMPLOYMENT SECTION 


E Employment Section is intended to be oi assistance to Inst- 
TUTE members desiring to make new connections and to companies 
having internal auditing positions available. The names of interested 
members or of companies requesting space in this section will remain 
anonymous, if desired. All communications should be addressed to 
The Secretary—Tue Instirute or INTERNAL AuprTors, Box “E,” 
120 Liberty Street, New York 6, N. Y. 


POSITIONS WANTED POSITIONS AVAILABLE 
General Auditor — Manufacturing and oe ee a 
Investment Banking background, in early INTERNAL AUDITOR 


forties, seeks position in New York Area 
with a post-war future. Minimum sal- 
ary requirement $6,500.00 Box E115. nal Auditing Division of one of the very 


Well established and progressive Inter 


large heavy manufacturing companies 
will employ several outstanding men 
of semi-senior or senior rank. Require 
ments are: age under 40, advanced 
accounting education including audit 
ing, broad manufacturing accounting 
experience, ability to travel part-time 
Seniors should have successful auditing 
experience. Send us full information 
about yourself and small photo (non 
returnable) in first letter. Confidential 


handling assured. Box E 112. 
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